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L.ditortal Comment 


HE January issue of THE CONTROLLER is rich in 
material for provocative thinking during this pe- 
riod when our newspapers and business journals are 
replete with what appears to be a serious indictment 
of those engaged in the practice of accounting. 
President Seybold’s contribution setting forth the op- 
portunities for accounting-trained young men, Ma- 
jor Shumberger’s presentation dealing with the 
senior phases of this training, Mr. E. Stewart Free- 
man’s excellent paper which explores the specialized 
field of cost analysis and pricing, and Mr. John Nay- 
lor’s analysis of the adaptation of financial state- 
ments to specific and varying purposes, all serve to 
demonstrate the controller’s broad field of service, 
and the sound training he must necessarily undergo. 
It should be recognized that this training, both 
academic and practical, the agility of mind arising 
from application to special problems and to the pur- 
pose of satisfying stockholders, employees and the 
public with simplified and dramatized financial re- 
ports, impose also a responsibility for intellectual 
honesty and intestinal fortitude. 
President Seybold asserts that the accounting- 
trained man “has acquired the fundamentals of fi- 
nance and accounting so important in the qualifica- 


tion of a manager or executive.” Major Shumberger 
continues this thought in stating that “the position 
of controller is one which may be attained only after 
wide range of experience in business management, 
finance, economics, accounting and other related 
lines.” Messrs. Freeman and Naylor stress the spe- 
cialized knowledge which gears the controller to 
closer relationship with operating management. 

These are the fruits of victory, scored only by 
those having sufficient ability, patience, application 
and sense of leadership to reach a position of com- 
manding significance in our business structure. Hav- 
ing made this lifetime investment in the understand- 
ing of accounting principles and of their use in the 
interpretation of business transactions, of what avail 
is it all if, notwithstanding good intentions, one 
combination of circumstances may arise to cause all 
these principles to tumble like a stack of dominoes? 
Unless all these qualifications are backed up with 
the courage of defense, plus understanding of time 
and place for the word “no”, what right have we to 
merit the confidence of those who, lacking such 
qualifications, have learned to depend upon us for a 
true evaluation of American business ? 

By Henry C. PERRY 
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Controllers Study Scope and Form 
of Reports to Management 


Three Papers on Various Phases of This Subject Formed Part of Program 
of Latest Annual Meeting—Must Be Exact, Concise, Clear, Complete, 
and Informative, To Be Most Useful to Management and Directors. 


ONTROLLERS’ reports to man- 

agement and to directors is a live 
subject among these technicians. They 
constantly are reviewing the form, 
scope, frequency and need of every re- 
port, and the uses made of all reports. 
The information assembled by control- 
lers from all parts of a business, by 
procedures which they themselves de- 
vise, is useless unless it is presented at 
timely intervals and is such shape as to 
be informative, clear, concise, exact, 
and complete. 


A part of the program of the Seventh 
Annual Meeting of the CIA, late in 
September, 1938, was devoted to a 
study of the subject of reports to man- 
agement. Three excellent papers were 
presented at that time, and there was 
considerable discussion by members of 
the conference which had this subject 
in hand. 

The three papers are presented here 
as a timely contribution to the discus- 
sions now being had on this subject. 

—THE Epiror. 


Progress of Business Recorded in 
Controller’s Reports to Management 


By G. T. ZIGNONE 
G. P. Putnam’s Sons 

The reference to management in 
the title of this paper—‘Controller’s 
Reports to Management and to Board 
of Directors’ —is intended in the 
strict sense of that word and will 
mean the chief executive and his sev- 
eral executive committees. Thus we 
will concern ourselves here with 
those reports intended primarily for 
the board, the chief executive, and 
the executive committees, and for the 
sake of brevity, we will refer to the 
combination of these three classes of 
management as “the directing heads.” 

In order to obtain a clear under- 
standing of the assistance expected 
from the controller, it might be well 
to examine first the prime responsi- 
bilities of the directing heads. It is 
universally understood, we believe, 
that these prime responsibilities in 
any commercial enterprise are: 

1. To cause sufficient profits to be 

earned, and 
2. To maintain, for the firm, the strong- 
est possible financial position. 


All other responsibilities derive 
from these two, and in examining 
the action taken by the directing 
heads to discharge these duties we 
disclose the close relationship which 
exists between them and the control- 
ler. Thus we find, in the form of 
resolutions in the minute books and 
in the form of executive memoranda, 
numerous decisions covering plans 
and policies relating to sales, pro- 
duction, operating and other ex- 
penses, expansion, capital, public re- 
lations, employee welfare, and the 
like, all of which plans and policies 
are usually incorporated in a manual 
of procedure prepared by the control- 
ler. Moreover, we find that many of 
the decisions arise from information 
contained in reports which previously 
had been issued by the controller. 
The general statement can therefore 
be made, that the controller serves 
as the clearing house for all the im- 
portant plans and policies and as the 
reporting agency which keeps the di- 
recting heads informed as to the ef- 
fectiveness of those plans and poli- 
cies. 


REPORTS SUBMITTED 


The reports submitted to the di- 
recting heads fall into two classes, 
those which portray the plans and 
policies decided upon, and those 
which present the results achieved 
in the execution of those plans and 
policies. 

The budget report is the one which 
portrays the present plans and poli- 
cies of the directing heads. It is the 
purpose of this report to indicate the 
probable effectiveness of those poli- 
cies, to give advance warning of pos- 
sible defects before they are actually 
encountered, and to supply standards 
of performance by which to judge 
actual results. The time period cov- 
ered by these reports varies materially 
in different companies, but ordinar- 
ily the budget is prepared for the 
ensuing twelve months’ period, with 
monthly figures for the first six 
months and with, perhaps, only quar- 
terly figures for the second half. Us- 
ually the budget is revised toward 
the close of each quarter in the light 
of actual experience, and thus we find 
the controller probably making his 
budget report once every three 
months. 

The budget report results from a 
wealth of detail prepared by the con- 
troller’s assistants in cooperation 
with members of all the other depart- 
ments in the company. It is incum- 
bent upon the controller to see that 
the various department heads con- 
form their estimates to the plans 
and policies of the directing heads. 
With the usual explanatory text and 
accompanying ratios, the budget re- 
port will ordinarily contain the fol- 
lowing sections: 

1. Forecasted Profit and Loss State- 
ment, with the main exhibit: 
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supported by detailed forecasted 
profit and loss statements by de- 
partments or major classes of 
products, 

supported by detailed production 
and cost budgets correlated to the 
sales estimates, 

supported by detailed schedules of 
budgeted expenses, and 

supported by schedules of budgeted 
other income and other expense. 


2. Forecast of contemplated perma- 
nent investments: 


In this section will be treated the 
contemplated capital expenditures, 
examples of which are additions 
to plant, acquisition of more stock 
in subsidiaries or of stock in new 
subsidiaries, working capital re- 
quirements for carrying new prod- 
ucts, and similar items of a per- 
manent nature. 

In this section there will also be in- 
cluded the proposed financing to 
supply the funds with which the 
investments are to be made. 

The actual undertaking of any such 
steps will usually be accompanied 
by a grant from the board of a 
specific appropriation, control over 
which will be vested with the con- 
troller. 


3. Forecasted Receipts and Disburse- 
ments: 

This section will contain the esti- 
mated receipts and disbursements 
arising from the regular opera- 
tions of the business. 

This section will give effect also to 
the expected receipts from new 
capital financing and to the con- 
templated disbursements for cap- 
ital investments or retirement of 
funded debt. 

In addition, this section will reveal 
the need of temporary financing 
for seasonal requirements, thereby 
providing ample time in which to 
arrange for the funds. Conversely, 
this section will reveal when sur- 
plus funds may become available, 
with the possibility of adding to 
income through temporary invest- 
ment in marketable securities or 
the like. 


4. Forecasted Balance Sheet: 

From the information contained in 
the preceding three sections of the 
budget report, the balance sheet 
aspects are considered and tre- 
duced to balance sheet form. This 
section will reveal possible unde- 
sirable distortions to asset or lia- 
bility items and thereby afford 
opportunity for correction before- 
hand. 


With this report at their disposal, 
the directing heads will be in posi- 
tion to determine the probable effect 
of their plans and policies, and thus 
to judge the possibility of earning 
sufficient profits and of maintaining 
a sound financial position. 


EXECUTIVE RECEIVES ALL DETAILS 

The budget report submitted to 
the board ordinarily differs from the 
report made to the executive head in 
points of detail only. It is difficult 
to define a precise line of demarca- 
tion, because practices vary with dif- 
ferent companies. Usually, however, 
the forecasted profit and loss state- 
ment is presented to the board show- 
ing departmental figures in totals 
only and showing expense estimates 
only by major expense classes; the 
chief executive’s report, on the other 
hand, contains all the detailed figures 
which support these totals. The fore- 
casts submitted to the board of con- 
templated permanent investments 
and of receipts and disbursements 
are usually identical to the report 
made to the chief executive, primar- 
ily because of the closer connection 
the directors have with the problems 
contained therein. The forecasted 
balance sheet presented to the board 
will also usually be the same as the 
one submitted to the chief executive, 
because this forecast as a rule depicts 
major balance sheet classifications 
only. 

Once the forecasts have been ap- 
proved by the directing heads, it be- 
comes the duty of the controller to 
gather the information with which 
to report periodically the progress 
being made by the organization in 
the execution of the plans and poli- 
cies. Since the four sections of the 
budget supply standards of perform- 
ance by which actual results are 
judged, we find the controller guided 
by those four sections when he sub- 
mits the monthly reports now to be 
described. 


MONTHLY REPORTS 
We find first a monthly profit and 
loss statement with figures for the 
month just ended and for the year to 
date. This information will be ar- 
ranged in three columns, one con- 
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taining the budget figures, the next 
showing the actual figures for the 
month or year to date, and the last 
showing the actual figures for the 
same period in the previous year. 
This main exhibit will be supported, 
primarily for the chief executive, 
with detailed schedules of profit or 
loss by departments, of cost of goods 
sold, and of expenses in full detail. 
Except that the supporting schedules 
are usually not in as much detail, the 
same report will go to the board; it 
will usually be found that for this re- 
port the schedules are limited to de- 
partmental totals and to expense 
totals for the major expense classes 
only. 

If the concern is engaged in manu- 
facturing, this report will contain a 
section showing figures for the pe- 
riod’s costs and production. In this 
section, the controller will portray 
any important deviations which arose 
from changes in sales volume, 
changes in wage rates, changes in 
material costs, changes in burden 
costs, changes in the producing ef- 
ficiency of any department, changes 
in idle time, and changes in other 
items of a similar nature. Here again, 
the points of difference between the 
information submitted to the board 
and to the chief executive will be 
ones of detail. 

In addition to the report itself, the 
controller will submit his interpreta- 
tion of important facts revealed by 
the figures and ratios in the report. 
While no formula can be prescribed 
for this section, it is here that the 
controller can supply intelligent and 
constructive aid to the directing 
heads in their efforts to see that suf- 
ficient profits are produced. In other 
words, the controller’s responsibility 
will not end with the mere submis- 
sion of the profit and loss statement. 


REPORTS CONCERNING SPECIAL 
UNDERTAKINGS 


Each month the controller will also 
present to the board and to the chief 
executive a report of the progress 
being made in connection with any 
specific appropriations which the 
board may have granted for capital 
investments. It will be incumbent 
upon the controller to indicate 
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whether the grant will prove suf- 
ficient, whether the undertaking will 
be completed by the date originally 
planned, whether changes of any 1m- 
port seem desirable; in other words, 
the controller should be alert to see 
that the undertakings are being con- 
summated to the best possible ad- 
vantage. 

A third report which the control- 
ler will submit each month is the re- 
port of cash receipts and disburse- 
ments for the month and year to 
date. The information for each pe- 
riod will be portrayed in three col- 
ums—the first showing the budget, 
the second the actual figures for the 
period, and the third the actual 
figures for the same period in the 
preceding year. The board and the 
chief executive will usually, in this 
instance, receive identical reports. 

In this case also, the controller's 
interpretations are sought because we 
all know how important the mainte- 
nance of a proper cash position is to 
any company. 

The next report submitted by the 
controller is the balance sheet. Here 
again we will find the information 
presented in three columns—one for 
budgets, the next for the present 
actual figures, and the last for the 
actual figures at the same point in the 
previous year. Depending upon the 
size of the organization, we will find 
the main exhibit in more or less con- 
densed form, supported by numerous 
schedules along the following lines: 


Schedule of funds on deposit at each 
bank. 

Schedule of marketable securities. 

Schedule of accounts receivable and ac- 
counts receivable reserves. 

Schedule of inventories by classes and 
inventory reserves. 

Schedule of plant accounts and reserves 
for depreciation, depletion, and obso- 
lescence. 

Schedule of long-term debt with interest 
rates, and interest and maturity dates. 

Analysis of working capital changes. 

Analysis of changes in the surplus ac- 
counts. 


Ordinarily identical reports will 
be submitted to the board and to the 
chief executive. 

This report, particularly, is in- 
tended to guide the directing heads 
in the discharge of their duty to keep 
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the company’s financial position at 
the strongest possible point. We 
therefore, once again, find consider- 
able reliance placed on the control- 
ler’s comments relative to important 
facts disclosed by his figures and 
ratios. The controller should bear in 
mind his share of the responsibility 
for maintaining that strong financial 
position and that perhaps no better 
opportunity exists to discharge that 
responsibility than is possible in the 
submission of intelligent comments 
with his report. 


NUMEROUS OTHER REPORTS 

These reports represent the chief 
reports on internal conditions sub- 
mitted by the controller to the direct- 
ing heads. In addition to these, there 
are numerous other reports from the 
controller, copies of which go to the 
chief executive. However these re- 
ports are ordinarily intended for the 
divisional executives and are men- 
tioned here solely as a reminder of 
the fact that it is from these that the 
controller will derive much of the 
valuable information contained in his 
comments to the directing heads. 

Depending upon the requirements 
of each organization, we find that 
the controller usually is required to 
submit periodic reports of those ex- 
ternal conditions which have an im- 
portant bearing on the company’s 
operations or position. This type of 
information usually is statistical in 
nature and may consist of items as 
follows: 


Information about the money market. 

Information about security markets. 

Financial facts of other companies, in- 
cluding competitors. 

Facts on public finance. 

Information about commodity exchanges 
and commodity prices. 

Information about competitors’ 
sales, and the like. 

Business conditions in various territories. 

Information about the industry as a whole. 


prices, 


This list is only suggestive of the 
type of information which may be re- 
quired. 

Ordinarily, however, we find the 
statistical section in the controller’s 
department securing the necessary in- 
formation and arranging it in suit- 
able form—graphs, tabulations, and 


the like—for presentation at least 
monthly to the directing heads, once 
again with the controller's comments, 
for their guidance in judging the ef- 
fectiveness of their present plans and 
for the formulation of new ones. 


REPORTS ON SPECIAL STUDIES 


The reports mentioned thus far 
are those which are presented regu- 
larly. There are, of course, always 
other reports which the controller 
makes solely to the directing heads 
but such reports come at infrequent 
intervals. The reports in mind here 
are those special ones arising from 
special studies of various phases of 
the business or of external situations. 
Again, for obvious reasons, it is pos- 
sible only to suggest types of such 
reports. Such reports may therefore 
deal with: 


The desirability of discontinuing or of 
adding departments or products. 

The desirability of changing from one 
production method to another. 

The desirability of changing the method 
of distribution. 

The desirability of changing the method 
of advertising. 

The possible effect of certain external 
conditions on the demand for products 
being produced. 

The possible effect of new competitors 
on the saleability of the company’s 
products. 

The possible tax situation concerning 
contemplated changes. 


These are but a few of the items 
which may be the subject of a con- 
troller’s special report. But here again 
the controller is afforded splendid 
opportunity to render that type of 
assistance which will aid the direct- 
ing heads in their aim to secure suf- 
ficient profits and to preserve a sound 
financial position. 

Thus we find: 


1. That the controller must be ever mind- 
ful of the directing heads’ plans and 
policies. 

. That he submits regular and special 
reports concerning internal and ex- 
ternal conditions, and 

3. That he must accompany his reports 
with intelligent observations intended 
to assist in the task of producing suf- 
ficient profits and in the task of main- 
taining a strong financial position. 
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Aircraft Manufacturing Calls for 
Special Forms of Reports 


By Myron G. SHOOK 
Glenn L. Martin Company 


Before describing the reports that 
we make to executives, directors and 
management, a few remarks regard- 
ing our business may indicate why 
we omit on these reports, data that 
might be important in some indus- 
tries, and emphasize items of little 
importance to other industries. 

Aircraft manufacturing probably 
is the only relatively large business 
in which the cost of labor plays a 
dominant part. As an illustration, in 
our company, in the eighteen years 
for which figures are readily avail- 
able, 1920 to 1937 inclusive, wages 
and salaries (exclusive of the sal- 
aries of officers and directors) ac- 
counted for fifty-six cents out of 
every sales dollar. 

Like the output of the independent 
contractor, most of the products of 
an aircraft manufacturer are sold be- 
fore they are manufactured. This 
justifies the inclusion of all overhead, 
including comparatively small sales, 
publicity and administration expense, 
in work in process inventories to be 
closed out to cost of sales as the units 
are delivered. In passing, it may be 
of interest to mention that this logi- 
cal principle has only recently been 
recognized by authors on accounting. 
The first publication to mention it, 
so far as I know, is “A Statement of 
Accounting Principles” prepared by 
Professors Sanders, Hatfield and 
Moore, and published by the Ameri- 
can Institute of Accountants (Page 
37). 

Also, since all our parts are made 
to order for specific planes under 
construction and become part of 
work in process after withdrawal of 
the raw material from the storeroom, 
the need for a finished parts inven- 
tory, to be separately valued and car- 
ried on the books, is eliminated. 

Another point of distinction in our 
accounting requirements is the rela- 
tively small number of customers 
represented on our books at any one 


time. Today, for example, ninety- 
nine and two-tenths percent. of our 
accounts receivable are divided among 
only four accounts. Each, however, 
represents a contract or contracts 
running into hundreds of thousands 
or millions of dollars. Obviously, we 
have no need for either a credit de- 
partment or a collection department 
of the type required by most manu- 
facturers. 


CONTENTS OF DAILY REPORT 

Under these governing conditions 
we have developed one or two pro- 
cedures in the form of Reports to the 
management that may have sufficient 
novelty to be interesting to you, and 
perhaps of some utility, in modified 
form, to the daily work of other men 
in this room. 

The first is a “Daily Report,” 
which I have marked “Exhibit A.” 
This goes to the president and execu- 
tive vice president each morning. 

On this single condensed form we 
show, first, the cash balance of each 
of our bank accounts; second, the de- 
posits for the day are shown in one 
figure; third, the previous day's 
disbursements, allocated to the follow- 
ing six headings: “Material,” “Sup- 
plies and Freight,” “Payroll,” Equip- 
ment,” ‘Taxes,’ and the all-other 
items of ‘Miscellaneous’; fourth, 
which completes the upper half of 
the sheet’s contents, ‘““Accounts Re- 
ceivable.”’ You will note that the 
space for this last item is limited to 
one and one-half inches, which, as 
previously explained, is entirely suf- 
ficient to name each main account 
and give its individual balance at the 
close of the preceding day, because 
our business is concentrated in so few 
accounts. 

The first item on the lower half of 
the page reads “Receipts Scheduled 
to.”’ A date one month in advance of 
the report is filled in here and the 
figure that follows is made up from 
current billings. This is not difficult 
to estimate because most of our in- 
voices are paid within thirty days. 
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The next item is “Total Billings 
—Month to Date,” which, of course, 
is exactly determinable from our bill- 
ing records. 

The third Item is “Disbursements 
Scheduled to” followed by a date one 
month in advance of the report. This 
figure is obtained by adding together 
“Accounts Payable,” vouchered but 
unpaid, “Notes Payable” if any, and 
‘Payrolls.” Naturally, this figure 
changes daily as new invoices are 
vouchered for payment or the pay- 
rolls change, and is a good guide as 
to the amount of cash that will be 
required during the next thirty days. 

The next two items are familiar 
figures and readily obtainable, “Ac- 
counts Payable” and “Notes Payable 
—Current.” 

Below all of these entries comes 
the “Summary of Payroll.” This gives 
the pay-dates, number of employees 
and the amounts which we will need 
to disburse on the next following 
paydays. This summary, I might add, 
is kept so exactly that the addition of 
a single stenographer today will be 
reflected on tomorrow’s report. 


COMMON ForRM OF BuDGET NOT 
PRACTICABLE 


The nature of our business is such 
that we have not found it practical, 
or even possible, to establish any- 
thing resembling the budgets which, 
in many companies, can be based on 
sales quotas, conditions in territories 
and countries, past results under 
similar economic conditions, and the 
like. However, cost figures and past 
experience have developed certain 
percentages that may be used in plot- 
ting expenditures and in scheduling 
deliveries with fair accuracy, thus 
enabling us to build up a “Cash Fore- 
cast,” usually covering a year in ad- 
vance, which foretells the low spots 
in our cash, the months that it will 
be necessary to increase working cap- 
ital by bank loans, by rendering in- 
voices for progress payments on con- 
tracts providing for them, or by other 
means found to be best at the time. 

As previously mentioned, our con- 
tracts usually extend over long per- 
iods, often two years or longer. The 
“Cash Forecast’’ must be based on the 
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business in hand, amplified by the 
best guesses that we can make con- 
cerning the miscellaneous orders that 
may be injected into the picture dur- 
ing the year, bearing in mind that 
such orders as could be finished and 
delivered during the year probably 
would not demand large sums of 
working capital. 

Perhaps I should have stated first 
that the “Cash Forecast” is made up 
on ordinary twenty-five column 
paper, two columns for each month, 
one for estimated figures, one for the 
actual figures that are filled in the 
first of each month for the preceding 
month’s activities. As you will note 
by “Exhibit B,” the Forecast is 
merely a projected ‘Receipts and 
Disbursements Statement,’ contain- 
ing, it is true, a number of estimated 
figures but also quite a few items 
that may be plotted in the “Esti- 
mated” column quite accurately. We 
have found this “Cash Forecast” to 
be a most valuable and necessary 
tool in our business. 


REPORTS GO TO THOSE SPECIFICALLY 
INTERESTED 

The rest of our reporting opera- 
tions are largely routine and com- 
mon to most manufacturing com- 
panies. The accounting department 
prepares approximately thirty finan- 
cial statements (depending upon the 
number of contracts in process) be- 
fore the fifteenth of each month, 
covering the operations of the pre- 
ceding month and the status at the 
end of the month. Most of these 
statements are schedules giving de- 
tailed information as to the individ- 
ual items on our monthly balance 
sheet and statement of operations. 
A copy of each statement is furnished 
to every executive and director who 
has an active personal interest in the 
particular subject covered. We do 
not believe in distributing reading 
matter unless the recipient has spe- 
cific interest in it, hence this selective 
procedure in distributing these state- 
ments. The titles of these statements 
will indicate their nature, and your 
own familiarity with manufacturing 
operations will enable you to identify 
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the officials who logically should re- 
ceive each statement. 

1. Balance Sheet (2 Pages). 

2. Statement of Surplus and Cur- 
rent Year Income. 

3. Accounts Receivable Schedules 
(3 Sheets). 

4. Condensed Summary of Costs 
(One sheet for each major con- 
tract, one sheet for all miscel- 
laneous production orders, one 
for open shop orders, and stores 
orders). 

5. Statement of property, Plant and 
Equipment showing Cost, De- 
preciation and Net Book Values 
by groups. 

6. Schedule of ‘““Other Assets.” 

7. Schedule of “Deferred Charges.” 

8. Schedule of “Notes Payable.” 

9. Schedule of ‘Miscellaneous Ac- 
crued Liabilities.” 

10. Schedule of Unfinished Orders. 

11. Statement of Income from Op- 
erations. 

12. Statement of Engineering De- 
velopment, Selling, General and 
Administrative Expenses. 


13. Statement of Factory and En- 
gineering Overhead Expense. 

14. Statement of Payroll Summary 
and Distribution of Overhead. 

15. Schedule of Advances Received 
under Terms of Contracts. 

16. Analaysis of Sales for the Month. 


In addition to the above, columnar 
statements of detail shop order costs 
to date for each major contract are 
made up monthly for the executive 
vice president and the vice president 
in charge of manufacturing. The 
columnar statement shows the ac- 
cumulated cost to date of the engi- 
neering labor, engineering overhead, 
tool labor, tool overhead, tool ma- 
terial, production labor, production 
overhead, production material, pur- 
chased equipment, and direct charges, 
for each shop order. Each shop order, 
of course, covers a particular part of 
the order, such as design, outer 
wings, control surfaces, landing gear, 
and so on, each contract being di- 
vided into approximately thirty-five 
main divisions. 


Performance Facts First Requirement 
in Reports to Department Heads 


By Oscar N. LINDAHL 
Universal Atlas Cement Company 


The subject, “Reports for Execu- 
tives” has been assigned to me for a 
brief discussion. The term ‘“‘execu- 
tives,” for the purpose of this dis- 
cussion, has been defined (as dis- 
tinguished from “‘management’’), as 
“important department heads.” | 
have assumed that the question to be 
covered is: ‘““What kinds of reports 
are required, and how and when are 
they to be submitted ?” 

It should be—and I think is, un- 
derstood that various organizations 
and industries have different prob- 
lems, setups and practices. The 
opinions I shall set forth will, there- 
for, be my own views on this subject. 
Irrespective of our personal inclina- 
tions, we must not forget that al- 
though the variations be many, the 
principle remains always the same, 


and it is the principle which is of 
prime importance. 

First, in order to obtain the desired 
results from a study of reports, the 
executive should have complete au- 
thority and complete responsibility 
for results in his job. He should ex- 
ercise this responsibility judiciously 
and effectively, to secure the best 
possible results. Reports should be 
so made as to reflect this responsi- 
bility, as he is to be judged by the 
results. Reports should be formulated 
in such manner as to tell him where 
the weak spots are, in order that they 
may be corrected. 

All essential informative details of 
value relative to the activities of a 
business must eventually work into 
the records maintained by the con- 
troller, consequently he is the only 
executive to whom every essential in- 
formative fact is available, and all 
progress or final reports for the guid- 
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ance of departmental executives must 
be formulated and presented by him. 

The data embodied in reports to 
departmental executives will vary in 
form, content, and time, and the 
judgment of the departmental execu- 
tive must depend upon the reported 
facts relative to the definite field or 
department for which he is responsi- 
ble; therefore any report must be 
drawn up in a manner to meet all of 
the requirements of each particular 
departmental executive, some of the 
most important being: General pro- 
duction or plant manager, general 
sales manager, treasurer, purchasing 
agent, chief construction engineer, 
trafic manager, and others. 

Departmental executives will re- 
quire reports covering short-time 
periods, such as a day, week, or at 
most a month. Whenever possible, 
daily reports should be made, stating 
in detail performance facts and em- 
phasizing the relationship of one di- 
vision of the department to another, 
and to the department as a whole. 

The departmental executive must 
be interested in the activities of the 
individual operations of his depart- 
ment, as well as the employees, 
whether they be mechanics, salesmen 
or clerks; he should therefore be 
presented with reports embodying 
informative facts relative to these fac- 
tors. 


WITH AN EYE TO THE BUDGET 


Upon the departmental executive 
rests the responsibility of watching 
the budget, and, so far as is within 
his control, adjusting activities in 
order to keep within budgetary allot- 
ments, providing such adjustments 
do not curtail efficiency or deter the 
attainment of necessary objectives. 

The general executive usually bases 
his interpretations of the results that 
are being attained upon the unit of 
product basis, or some other deter- 
mined measure; therefore the de- 
partmental executive must keep in 
close touch with the results as shown 
by units of goods or services upon 
which sales are based. 

The limited time at my disposal 
prevents an explanatory presenta- 
tion, elaborate in detail, referring to 


The Controller, February, 1939 


the different reports for each of the 
departmental executives. I shall, 
however, touch briefly upon a gen- 
eralization of some of the necessary 
reports. 

General Production or Plant Man- 
ager: The problems of the general 
production or plant manager in- 
volve turning out a volume of prod- 
uct with uniform quality at the low- 
est possible cost, without producing 
beyond the requirements indicated 
by the sales estimates of the sales 
executives. For while over-produc- 
tion may result in a low unit cost, 
such benefit might be more than 
neutralized by the loss incurred 
through excessive inventories. 

To assist the production manage- 
ment in controlling every phase of 
productive activities, concise daily 
progress reports should be presented, 
and these reports should be on a 
unit basis, reporting each day the 
average to date for month or operat- 
ing period, on: 

Volume of Units Produced 
Cost per Unit: Raw Material 
Labor 
Material and Supplies 
Power 
Overhead 
Units shipped in excess production 
Units produced in excess of shipments 
Units finished in stock at close of previ- 
ous day 


Monthly reports should include state- 
ments giving the following informa- 
tion: 


Complete details of costs by departments 
and elements, as compared with budgets 
Report of all of the following labor statis- 
tics, whether operations encompass 
straight day work, piece work, or incen- 
tive rates: 
Total money paid 
Earnings per man per hour, day or 
week 
Man hours per unit of product 
A complete income statement, identical 
as to form and items presented by the 
company’s consolidated income state- 
ment, showing the portion of each item 
accredited to each plant. This state- 
ment should go only to the executive 
in charge of all operations. 


Each business has its individual 
problems, which may demand that 
other reports be furnished. 

General Sales Executive: The gen- 
eral sales executive should be pre- 
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sented with periodical sales and ex- 
pense reports for the purpose of 
enabling him to equal or better the 
sales quota, and keep his expenses 
within the budget allotments. 

He should be kept advised as to 
the profitableness of each product, 
territory and salesman; and as the 
profits for all products combined 
represent the most important item, 
it should be displayed in the report 
with emphasis. Percentage of profit 
to net sales should also be emphat- 
ically displayed. 


Daily Report: 
Average to date net sales price per unit 
—Total all Sales Districts 
—Each Sales District 
Total units sold to date for month 
—Current Year 
—Previous Year 
Total units shipped and involved to date 
for month—Current Year 
—Previous Year 
Total stock in units at close of previous 
day—cCurrent year, each plant 
—Previous year, each plant 


Detailed volume distribution re- 
ports should be furnished, showing 
distribution geographically, accord- 
ing to sales regions, territories and 
districts, and according to salesmen. 
A report showing orders on hand by 
commodities should be furnished at 
the end of each period. 

Actual sales expenses classified by 
character of expense should be fur- 
nished, each item being compared 
with budget figures, with a separate 
statement for each sales district. 

Also, a complete income statement 
identical with the company’s consoli- 
dated income statement, but display- 
ing the portion of each item accred- 
ited to each sales district, should be 
supplied. An analysis of competitors’ 
activities, so far as procurable, should 
also be furnished. The analysis may 
be prepared from trade reports, fi- 
nancial journals, and the like. 

Other statistical information may 
be required, as well, depending upon 
the special character of the business. 

District sales managers should be 
furnished reports that are pertinent 
to their responsibilities. 

Treasurer: The treasurer should be 
furnished with a forecast covering 


(Please turn to page 51) 
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Case Material on Controllership Problems 








HE description below is the first 

of an experimental series of re- 
ports of interesting practices and polt- 
cies adopted by controllers to meet 
problems of general significance. It 
is felt that these descriptions of actual 
situations will be of value in acquaint- 
ing our readers with new or alternative 
methods and that they may prompt 
stimulating discussions. It is expected 
that others in the series will be pub- 
lished from time to time. THE CON- 
TROLLERS INSTITUTE OF AMERICA and 
this magazine neither approve nor dis- 
approve the policies and practices de- 
scribed. 


In publishing case descriptions 
sources will be anonymous unless per- 
mission has been given to use the com- 
pany name. Similar treatment will be 
accorded such discussions and com- 
mentaries as are selected for publica- 
tion in later issues. Comments on the 
policies and practices reported are so- 
licited. 

In this issue there is presented a 
problem closely touching the success 
of the controller in managing his own 
department. It is hoped that discussion 
will be prompted and that other exam- 
ples will be sent in by member con- 
trollers. —THE Epiror. 


Reducing Cost of Audits by Cooperation 
with Public Accountants 


The controller of the Latham! Com- 
pany faced the problem of reducing 
the cost of annual audits as a tangible 
contribution of his division to a pro- 
gram of expense reduction. In con- 
sidering the problem he recognized the 
fact that much detail work in prepara- 
tion of schedules was being performed 
by staff members of his public account- 
ants. This was charged for at per 
diem tates which in many cases were 
in excess of the wages being paid to 
the members of his own accounting 
organization. He felt that much of 
this work could be done equally ef- 
fectively in his own office, leaving to 
the auditors only the task of checking 
the accuracy of the work. In this man- 
ner the time required for the audit 
would be reduced and a worthwhile 
saving should result. 

After consideration of the problem 
he decided to take the matter up with 
his public accountants, since he felt 
that their approval and cooperation 
were essential to success of the plan. 
Since the work he proposed to do 
would upon checking become part of 
the audit working papers, it was de- 
sirable that the schedules prepared 
satisfy in content, arrangement, and 


* Fictitious name of actual company. 


physical form the requirements of the 
auditors. He found the public account- 
ants entirely cooperative and willing to 
assist in organizing the program. They 
accepted the proposal as a procedure 
which would enable them to render a 
higher quality service than before by 
permitting seniors to spend more time 
on analytical work. 

The program adopted (modified 
and developed over a period of time) 
provided for preparation of three gen- 
eral types of material. It was planned 
first to have available for the auditors 
when they arrived necessary trial bal- 
ances of general and subsidiary ledgers, 
lists of unpaid vouchers and outstand- 
ing purchase orders, and similar items. 
Second, certain items involving study 
and judgment were to be made ready 
in advance; this group included aging 
of accounts receivable and _ establish- 
ment of adequate reserves against over- 
due accounts, and listing of slow-mov- 
ing inventory items and _ estimated 
realizable value. The third section con- 
sisted of analyses required in the audit, 
such as analyses of additions and bet- 
terments, of deferred charges, and of 
notes payable. It was of course ex- 
pected that the usual preparation to 
make vouchers and other necessary 


documents easily available for refer- 
ence by the accountants would con- 
tinue. 


PREPARATORY WORK 


A schedule of preparatory work 
undertaken in this expense reduction 
plan follows: 


List of Analyses and Other 

Data Prepared in Advance of 

Audit and Becoming Part of 
Public Accountants’ Papers 


Assets 
Cash in Banks— 

Program for reconciling bank ac- 
counts should be prepared, showing 
in detail the steps undertaken with 
provision for signature of the per- 
son performing the work each pe- 
riod. 


Accounts Receivable— 
List of delinquent accounts, aging 
and reserve requirements, by credit 
manager. 


Inventories— 

Reconciliation of physical inven- 
tory with control account, supported 
by detailed schedules of reconciling 
items. 

Summaries of physical inventories 
supported by count sheets or in- 
ventory tags (which later would re- 
main property of corporation). 

List of slow-moving items with 
explanation and proposed disposi- 
tion thereof, showing estimated re- 
alizable value. 


Plant, Property and Equipment and 
Reserves— 

Analyses showing additions and 
retirements. 

Long-range charts showing year 
by year percentage relationship of 
Reserves to Fixed Capital—by ma- 
jor classifications. 


Deferred Charges— 

Analyses showing classified de- 
tails comprising the account and basis 
of amortization or proposed disposi- 
tion thereof. 
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Liabilities 
Vouchers Paya!le— 
Adding machine tape of unpaid 
vouchers comprising the amount of 
the general ledger balance. 


Commitments— 
List outstanding purchase orders 
and contracts, stating scheduled date 
of delivery. 


Accruals— 
Classified listing showing basis 
used in arriving at amounts. 


Notes Payable— 

Detailed analysis of general ledger 
account showing notes issued, pay- 
ments, and notes outstanding classi- 
fied by due dates and segregated be- 


tween secured and unsecured. 


Surplus— 
Continuous analysis of surplus ac- 
counts and surplus reserves. 


Miscellaneous 

Classified working trial balance from 
general ledger. 

Trial balances of all subsidiary ledg- 
ers, signed by responsible employees. 

Up-to-date organization charts. 

Comprehensive list of authorized 
signatures on disbursement and other 
documents. 

Alphabetical lists of directors, off- 
cers, department heads and accounting 
department section heads. 

Complete list of all books of account 
and accounting or statistical reports. 

Copies of accounting instructions 
and general orders. 


Controllers Study Reports 
(Continued from page 49) 
periods of three months, six months, 
or a year, showing the estimated 
amount of cash that will be available 
at the close of each month. This fore- 
cast will be based upon the estimated 
distribution of product, extent of 
manufacturing activities, natural 
overhead expenses, expenditures for 
materials and supplies, and _pro- 
posed expenditures for major im- 
provements, replacements, and the 
like. A statement of accounts receiv- 
able, aged by months, should also be 

supplied monthly. 

Purchasing Agent: The purchasing 
agent must be furnished with a re- 
port indicating a forecast in volume 
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and value of inventories at each 
plant, at the close of each month. 

This forecast will be formulated 
on the basis of manufacturing opera- 
tions and distribution of products. 

The purchasing agent should re- 
ceive a report each month showing 
the actual volume and value of in- 
ventory items as compared to the 
forecast. Also, statement showing 
average consumption of materials 
and supplies. This will give him a 
line on future needs, and will enable 
him to plan his purchases. 

Chief Construction Engineer: A care- 
fully prepared detailed estimate for 
all new work should be made. This 
itemized estimate is the basis for ob- 
taining appropriation authorizations. 
Against appropriations, reports will be 
made weekly, or at other stated inter- 
vals, as to the progress of such work. 

Traffic Manager: Report showing 
tonnage allocated to the various rail- 
roads, and other information neces- 
sary to this executive, should be of 
benefit. 

These and other departmental ex- 
ecutives should be furnished reports 
according to their needs and re- 
sponsibilities. 

It should be understood that due 
to time allotted, this subject has been 
very briefly discussed. 

The activities required in the op- 
eration of various business enter- 
prises must vary according to the 
character of each, and the policies of 
operation designated by the general 
management executives; but regard- 
less of the extent of this variance, the 
only problem to be encountered in 
formulating and presenting a series 
of reports on a comparable basis will 
be one relative to form of technique, 
and facilities available. 


A Controller’s Comments on 
New Proxy Regulations 


“Why should all responsibility of owner- 
ship be stripped from the stockholder, who 
usually becomes a stockholder voluntarily, 
and all the labor and expense of obtaining 
a quorum of the corporation’s owners put 
on the backs of the management? Not only 
is it unreasonable, but it is shortsighted, 
for it increases enormously the cost of doing 
business and the money spent on such non- 
productive activities comes right out of the 
pocket of the stockholder or owner.” 
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PURPOSES OF THE 
CONTROLLERS INSTI- 
TUTE OF AMERICA 


T-HE following statement of 

the Purposes of the Control- 
lers Institute of America was pre- 
pared when The Institute was or- 
ganized late in 1931. It has not 
been found necessary or desirable 
to alter this statement—a tribute 
to the foresight of those who es- 
tablished the organization. The 
Statement reads: 





PURPOSES 

To conserve and advance the interests 
of controllers are, broadly speaking, the 
purposes of The Controllers Institute of 
America. 

Establishment of professional status 
for the controller is one method by which 
his interests may be advanced. It is the 
purpose of the Institute to provide means 
for affording professional standing for 
controllers, first by setting up profes- 
sional standards, and then by applying 
those standards, by requiring adherence 
to them as a requisite for membership. 

Setting up professional standards, while 
it is one of the objects of the Institute, 
comprises but a part of its program. 
Study of the professional and technical 
problems of the controller makes up a 
large part of its work. 

The Institute encourages the prepara- 
tion of papers and addresses on subjects 
of special interest to controllers; it pro- 
vides a means for assembling facts and 
information of value to controllers, and 
for publication of books, pamphlets, re- 
ports and bulletins. 

Study of accounting, budgetary, finan- 
cial, management and other problems 
which arise in the day to day work of 
controllers is an important objective 
served by the Institute. Such study it 
is believed will aid in improving and 
standardizing controllership procedure, 
and will help to improve the quality of 
work done by controllers, thus making 
them of greater value to their business 
organizations. 

The Institute aims to give to execu- 
tives and to business men generally, to 
bankers and others, an understanding of 
the most ethical and approved methods 
of recording, accounting, evaluating, and 
stating business and financial facts, with 
a view to improving such procedures. 

The organization purposes to provide 
means whereby controllers may more ef- 
ficiently perform their difficult duties, 
and to secure for the controller inde- 
pendence of thought and action, and the 
right to use his individual judgment in 
his official capacity and in the discharge 
of his duties. 

The charter of the Institute permits 
it to confer a title on its members which 
shall be indicative of membership in the 
organization. It may conduct an em- 
ployment bureau, and aid in settling dif- 
ferences. The Institute may serve also 
as the medium for presenting to the pub- 
lic, information concerning work of con- 
trollers, and facts of an economic char- 
acter that will be of value to business. 























SEC Making Progress 


in Revision 


of Rules Affecting Registration 


Great Volume of Comment on Proposed New Regulations Which Has Been Received 
By Commission Has Been Digested and Collated—Material To Be Submitted to 
Commissioners Soon for Further Consideration—Paper by Mr. Haroip H. NEFF. 


OR many months the Securities 

and Exchange Commission has 
had in process a proposed revision of 
its rules affecting registration of securt- 
ties under the Securities Act and the 
Securities and Exchange Act. The pro- 
posed revisions of a portion of the 
regulations were made available to 
THE CONTROLLERS INSTITUTE OF 
AMERICA for study and a compre- 
hensive set of recommendations and 
suggestions was sent to the commis- 
sion by The Institute. 

A report of progress was presented 
by Mr. Harorp H. Nerr, chief of 
the Division of Forms and Regula- 
tions of the Securities and Exchange 
Commission, was made to the New 
York City Control of The Institute in 
an address on January 19. It describes 
the difficulties that have been en- 
countered by the commission in this 
work. All the comments that were re- 
ceived on the proposed new regula- 
tions have been digested carefully, and 
collated. The material is soon to be 
considered anew by the commission, 
for final approval or further revision. 

This paper will bring controllers 
down to date with respect to this most 
important undertaking. 

—THE Epiror. 


As you are undoubtedly aware, there 
has been in course for some time a 
general revision of the rules and regu- 
lations and forms affecting registra- 
tion of securities under the Securities 
Act and the Exchange Act. The pur- 
pose of this address is briefly to dis- 
cuss some of the problems which have 
arisen in that regard. 

The design of the revision is to re- 
duce in content the volume of formal 
regulation and, at the same time, to 
profit by the experience gained in the 
administration of the statutes and to 





cover matters at yet unprovided for. 
It is hoped also to obtain uniformity in 
the requirements through being guided 
by the principle that, so far as possible, 
any provision applicable to the same 
subject matter be stated only once. 

Before undertaking a discussion of 
the various new rules and forms, it 
may be noted that the length of the 
regulations and the difficulty in their 
preparation spring from the complex- 
ity of the forms of organization of the 
enterprises whose securities are being 
registered. A study of the regulations 
will demonstrate that fact clearly. 

With the presently existing forms 
the classification was largely based 
upon the kind of business done. The 
revision has departed from this prin- 
ciple, in so far as creating separate 
forms is concerned, and has sought to 
apply, with certain minor exceptions, 
only the following norms: First, to di- 
vide the registration of securities repre- 
senting interests in a going business 
from those representing a direct inter- 
est in property. As to the first category, 
the classification further reposes upon 
a division of going businesses into two 
classes ; those still in a promotion stage 
and those not so. The second category, 
that is those providing for the registra- 
tion of securities representing only an 
interest in property, has been divided 
into several classes, each clearly pe- 
culiar, such as certificates of deposit 
and oil interests. 

There has been much difference of 
opinion as to specific problems in- 
volved in the above classification. 
There may be cited, for example, the 
difficulty of separating out a promo- 
tional enterprise. At first blush it 
would seem that the more exact man- 
ner of effecting the segregation should 
be in terms of promotion itself; for 
example, to provide simply that the 


promotion form should be used by all 
companies still in the promotion stage. 
This would seem, however, to present 
material disadvantages, due to the 
great difficulty of determining the 
point at which the promotion stage of 
an enterprise ceases. In consequence, 
the draft of the regulations as sent 
out for comment took the other horn 
by providing a point of time in the life 
of an enterprise as the basis of differ- 
entiation. It is believed that the cer- 
tainty thus attained outweighs the dis- 
advantages. 


DIFFERENT RIGHTS AND DUTIES 
INVOLVED 

There are many other similar prob- 
lems involved in the classification. For 
example, there can be no doubt, in 
principle, that forms for in rem claims 
against property which represent no 
interest against a going business should 
be segregated from those that do so 
represent an interest, and this because 
of the essentially different rights and 
duties involved. But on the other hand, 
if we will take oil royalties as an ex- 
ample, some persons have thought that 
a single form should be made appli- 
cable not only for oil royalties them- 
selves but for the general securities of 
companies, whether in corporate form 
or otherwise, whose principal assets 
consist of oil royalties or other direct 
oil interests, and indeed also for fixed 
trusts, the underlying portfolio of 
which consists principally of such oil 
interests; so that a single form would 
apply to all such interests, whether the 
ownership be direct or indirect. 

We may now briefly consider the 
present status of the revision. Some 
time ago there were sent out for com- 
ment and criticism the following drafts 
of amendments to the regulations 
under the Securities Act: 
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(1) Amendments to the Rules and 
Regulations. 

(2) A general form for going busi- 
nesses other than those in the 
promotion stage. 

(3) A form for companies in the pro- 
motion stage. 

(4) A form for fixed investment 
trusts. 

(5) A general regulation governing 
the form and content of financial 
statements and schedules. This 
regulation is to be made appli- 
cable also to the Exchange Act. 


A great volume of comment, both 
oral and written, has been received on 
these proposed regulations. The di- 
gesting and collation thereof have now 
been about completed, so that the ma- 
terial will soon be submitted to the 
commission for its further considera- 
tion. This work of digestion has been 
arduous in view of the extent and care 
with which the comments were made. 
There have in the meanwhile been pre- 
pared, and will successively soon be 
sent out for comment, the forms for 
registration of the following securi- 
ties under the Securities Act; oil and 
gas interests, certificates of deposit, 
voting trust certificates, American cer- 
tificates against foreign issues, other 
securities representing primarily an in- 
terest in property, and securities of for- 
eign governments. Drafts have also 
been prepared for correlative forms 
under the Exchange Act, both for orig- 
inal registration and annual reports; 
these have been drafted on the princi- 
ple of adhering as closely as possible 
to those under the Securities Act so 
that issuers will, in principle, not have 
a variety of provisions applicable to 
them. 


DEFINITIONS PRINCIPAL PART OF 
RULES 

We may now briefly discuss certain 
of the problems which have been pre- 
sented in the regulations which were 
sent out for comment. 

First, as to the amendments to the 
rules under the Securities Act. The 
definitions constitute one of the prin- 
cipal parts of these rules. An attempt 
was made to create certain terms of art, 
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as an aid to precision. This was par- 
ticularly true in so far as relationships 
between a company and its subsidiaries 
and predecessors were concerned. In 
consequence, definitions were made of 
“significant subsidiary,” “‘majority- 
owned subsidiary,” “totally held sub- 
sidiary,” “predecessor,” “‘significant 
predecessor,” ‘‘major predecessor,” 
“succession” and “‘promoter.” Although 
no one doubts the utility of the defini- 
tions, there has been a great contrariety 
of opinion as to what should be their 
actual content. 

For example, should a significant 
subsidiary in relation to the registrant 
be defined in terms of 3 per cent., 5 
per cent. or some higher percentage ? 
This definition has particular applica- 
tion in indicating what information 
shall be filed as to subsidiaries, par- 
ticularly financial statements. A sim- 
ilar problem is presented in regard to 
the definition of “totally held subsid- 
iary,’ a novel term, as far as I know, 
and not meant to be synonymous with 
the commonly accepted meaning of 
“wholly owned subsidiary.” In prin- 
ciple, the new forms treat ‘'totally held 
subsidiaries” as if they were merely 
branches. The definition of what is a 
totally held subsidiary is, therefore, of 
considerable consequence, and should, 
in practical effect, define that kind of 
subsidiary which, in its essence, is the 
same as a branch. Many people have 
thought that “funded debt’ held by 
outside persons should not prevent a 
company from being deemed such a 
“totally held subsidiary.” This position, 
it would seem, is not correct, for 
“funded debt’ involves just as distinct 
claims against the enterprise as do 
equity securities. Time is lacking to 
discuss the other definitions, but they 
have presented similar difficulties. 

Further, as to the rules, considera- 
tion is being given as to whether there 
should not be introduced a novel one, 
to the effect that matter contained in a 
prospectus may be incorporated by ref- 
erence in the registration statement, so 
as to obviate, so far as practicable, the 
necessity of double presentation and 
double printing. There would seem, 
however, to be certain considerations 
that may militate against the making 
of such a rule. 
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INCONSEQUENTIAL Data HIDE REAL 
STORY 


A few points may be discussed in 
turn as to the form for non-promotion 
companies but, before doing so, men- 
tion may be made that much effort has 
been spent, in general, to provide cut- 
offs so that detail without consequence 
will not be given. We all know that 
inconsequential data has often hidden 
the real story. 

A great disparity has existed in the 
descriptions of the business and prop- 
erty of the registrant. As to property, 
for example, a great mass of uncorre- 
lated detailed data has been given in 
many cases, so that its interpretation by 
an investor is practically impossible. In 
the hope of remedying this situation 
the items concerning business and 
property were combined; it was 
thought that there would then be a 
greater incentive to make an economic 
and integrated description, in which 
matters of similar kind would be re- 
duced to their common factors, and 
stated in totals. 

Particular consideration has been 
given to the question of distinct lines 
of business. It is clear that if a regis- 
trant has several lines of business, each 
materially important, but subject to 
underlying different business condi- 
tions, some indication of their relative 
import should be given or else the if- 
vestment analyst is not left with tools 
to work. There has been, however, 
here again a great difference of opin- 
ion as to the extent to which there 
should be a breakdown and as to 
whether, for example, it should extend 
through to gross profits or on to net 
profits or be limited only to sales. 


STUDYING DISTRIBUTION OF SHARE 
OwNERSHIP 


The form as sent out for comment 
had a novel requirement concerning 
the distribution of share ownership. A 
number of critics made the point that 
this information was not of utility. The 
criticism is not well taken, it would 
seem; for clearly an investment, 
whether in the form of debt or equity 
securities, in a company whose securi- 
ties are widely distributed is one quite 
distinct from an investment in a com- 
pany whose securities are closely held, 
both from the standpoint of control 
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and from the standpoint of potential 
market. In view, however, of the com- 
ments, further study has been given 
as to the kind and degree of informa- 
tion which should be furnished con- 
cerning this matter. 

As to such items as securities held 
by officers, remuneration of officers 
and directors, and the description of 
securities, consideration has been given 
to what steps should be taken by rule 
to limit the information; for example, 
not to require a description of the 
charter provisions concerning pre- 
ferred stock if the preferred stock is to 
be retired. In this regard a number 
of suggestions have been made, some 
of which it seemed could not be put 
into application. For example, one was 
made to the effect that if the securi- 
ties being registered were equity ones 
no description should be obtained of 
equity securities junior to the ones 
being registered. This would seem 
wrong, however, for the relative rights 
between several classes of equity se- 
curities are in function of one another, 
so that the description of one must, 
in principle, involve the description of 
the other. 


INDICATION OF PROMOTION REWARD 
As pointed out above, the segrega- 
tion of the promotion form was based 
on the principle of a definite period of 
time, which would necessarily leave 
out of its orbit certain companies as 
to which information concerning the 
manner of organization would still be 
of material consequence. On that ac- 
count, as contrasted with A-2, there has 
been introduced into the new form a 
general caption concerning this head 
of information. If the company was 
organized within five years, a descrip- 
tion of the organization is required, 
and particularly an indication of any 
promotion reward. In a number of in- 
ternal reorganizations, however, this 
information would not be of value, 
since the reorganizations were accom- 
plished solely to clarify the structure, 
without any change of rights of the se- 
curity holders. An attempt has been 
made to cover this exceptional case. 
A study has also been made in re- 
gard to the part entitled “Historical 
Financial Information’ as to whether 


The Controller, February, 1939 


certain exceptions should not be made 
as to public utility companies which 
have reclassified their property ac- 
counts in accordance with regulations 
requiring the segregation of original 
cost, as that term is presently defined 
by the Federal Power Commission. 

Certain innovations, again as con- 
trasted with A-2, were made in the 
draft form concerning the question as 
to what financial statements have to be 
filed. Some persons have thought that 
these innovations were not correct. 
They concerned principally the filing 
of statements for significant 50 per 
cent. owned companies, statements of 
businesses recently acquired, and state- 
ments of issuers the securities of which 
are pledged as security for the issue 
registered. We may discuss each of 
these briefly in turn. 

As to the first, that is a 50 per cent. 
owned company, it would seem clear 
that for the purpose of investment 
analysis a 50 per cent. owned person 
should, in principle, be treated as a 
subsidiary. Certainly the one degree of 
difference in ownership could not af- 
fect in any substantial way the financial 
stake of the issuer in its investment in 
the other person. As to control, the 
equal division of ownership between 
two persons would seem to demon- 
strate that the particular enterprise is 
a joint venture in which both owners 
have participation in management. As 
to a business recently acquired, if of 
material significance, the pertinence of 
statements would not seem to be in 
function solely of whether the pro- 
ceeds of the issue being registered are 
used for its acquisition. If acquired 
within such time as not yet to be inte- 
grated in the business of the acquiring 
person, statements should be furnished, 
it would seem, in order to throw light 
upon the possible effect of the new 
material acquisition. 

Again, if the securities being regis- 
tered are secured by the pledge of 
other securities, it must be assumed, in 
principle, that the pledge gives value, 
or else the pledge is a mere gesture. 
If giving value, the financial state- 
ments are requisite in order to appre- 
ciate the quantity of the added value 
springing from the pledge. In some 
instances, however, a pledge tends to 


be a formal act due to the nature of the 
intercorporate relationships, in which 
case the separate statements would 
serve only to clutter up the registration 
statement. An attempt has been made 
to meet this complex problem and to 
obtain the individual statements only 
when of material consequence. 


BARTER INVOLVED IN EXCHANGE OF 
SECURITIES 


Under the existing forms under the 
Securities Act a separate form is pro- 
vided in case the securities being regis- 
tered are being offered in exchange for 
other securities. Clearly the purchase 
of securities for cash is a distinct act 
from the barter involved in the ex- 
change of a security for other securi- 
ties: In the proposed new form a spe- 
cial section is added to be answered in 
case the latter be the transaction. The 
exact provisions of this section have 
presented difficulty. In pure theory, as 
much information is needed to deter- 
mine whether a person should give up 
a position in a security as to determine 
whether he should take a position in 
another security, because both acts in- 
volve a determination of present in- 
vestment value. There are many diverse 
situations, however; for example, the 
offer of a going company to exchange 
its issue of preferred stock for the 
common stock of another going com- 
pany is manifestly a different kind of 
transaction from an exchange for cer- 
tificates of deposit in the process of an 
insolvent reorganization. In the latter 
case, for example, should there be re- 
quired the same financial statements as 
in the first, and should there be ob- 
tained statements of the committee ac- 
counting for its receipts and disburse- 
ments during the life of the commit- 
tee ? 

As to the prospectus, the regulation 
as sent out provided for three forms of 
prospectuses: A normal one, provi- 
sions for which were essentially the 
same as those contained in A-2; a 
newspaper prospectus, provisions for 
which, again, were essentially the same 
as in A-2; and a novel one, to be used 
only for certain evidences of indebted- 
ness. We may now discuss briefly the 
first and third forms of these pro- 
spectuses. 
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ELIMINATION OF TRIFLING DATA 


As to the first, it has always been 
hoped that as the statute became more 
seated there would be greater attention 
paid to the manner and form of pres- 
entation so that trifling data would be 
eliminated. I personally believe that 
has been the case. The regulations as 
sent out contain the permission to omit 
certain financial statements which had 
been required to be included in Form 
A-2. They were to the effect that, if 
a company, although having subsid- 
larieés, was in essence a non-holding 
company, only a single set of state- 
ments for it need be included in the 
prospectus, which set could be either 
on the consolidated or individual basis. 

The third form of prospectus was 
designed for the evidences of indebt- 
edness of companies as to which there 
were conditions tending to make the 
issuer a sound one. Patently, no condi- 
tions can be found which would enable 
one to determine, by mathematical 
calculation, whether a company was of 
the kind above described. The best con- 
dition, if practicable, would be one 
predicated upon some ratio between 
debt service and net income. The estab- 
lishment of such a ratio, however, is 
impossible, owing to the fact that it 
would have to be different, necessarily, 
for every category of business. In con- 
sequence, a series of conditions were 
set forth which were thought, in the 
sum total of their effect, to make a rea- 
sonable approximation of accomplish- 
ing the object desired. These condi- 
tions related to such matters as the life 
of the company, its being listed on a 
national securities exchange, the un- 
convertibility of the issue, and other 
factors of a similar nature. 

There was much comment as to this 
novel proposal. This rule left largely 
to the discretion of the issuer, subject 
always to the general provisions of the 
act, what data should be included in 
the prospectus, there being borne in 
mind that there would always lie at the 
base of the prospectus the registration 
statement on file. In the limited class 
of issues falling within the conditions 
the rule would tend, it is believed, to 
make for a very much shorter form of 
prospectus than that presently used. 
Certain persons, however, thought that 
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some of the conditions would prevent 
its receiving any real use, so that those 
conditions have been re-examined. 


ACCOUNTING REGULATION 
APPLICABLE TO BOTH ACTS 


As indicated above, the accounting 
regulation is to be made applicable to 
all filings under both the Securities Act 
and the Exchange Act. It is limited 
to the indication of the form and con- 
tent of statements required to be filed. 
The several forms under the two acts 
will contain the indication as to what 
financial statements are to be filed. The 
purpose is to have all accounting rules 
in one place, to facilitate the work of 
the accountants and others on the out- 
side, and the administrative work 
within the commission. 

In this general review there is time 
to mention only a few of the points 
which have been taken into considera- 
tion in this regulation. It has been 
subjected to a minute and detailed ex- 
amination, in view of the comments 
received. Much effort has been spent, 
likewise, in an endeavor to get a 
clearer and more lucid presentation. It 
may be mentioned that consideration is 
being given to including permission 
to make a single statement of account- 
ing principles and practices followed 
in the financial statements, in lieu of 
making footnotes to the respective 
statements. The regulation is also de- 
signed to give a greater dignity to the 
analysis of surplus. 

Provisions are introduced to make 
unavailable to corporations organized 
within a certain period the permission 
to use book figures as to certain ele- 
ments of the balance sheet; as con- 
trasted with A-2, this is necessitated by 
the fact that the non-promotion form 
will have a very much wider applica- 
tion than A-2. In the regulation, as 
it went out, there was a provision for 
the furnishing of a schedule to con- 
solidated and combined statements, the 
prime purpose of which was to show, 
in broad outline, the breakdown by sig- 
nificant members. There was some mis- 
understanding as to the conditions 
under which this schedule was to be 
filed, and many persons thought that 
it was without utility. It would seem 
clear, however, that a consolidated bal- 
ance sheet does not furnish a complete 
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picture when there are large and varied 
securities of the subsidiaries outstand- 
ing in the hands of the public. The 
provisions concerning the schedule 
have, however, been re-examined with 
the view to defining more clearly the 
occasion for its use. 


SCHEDULES IN PLACE OF BALANCE 
SHEET 


The form for promotion companies 
calls for only small comment, although 
a number of difficult problems have 
been presented in regard to it. The 
fundamental thought controlling its 
structure was that there must be ob- 
tained a complete and clear analysis of 
promotion and promotion reward. One 
of the problems remaining, however, 
is the final determination of what kind 
of financial statements should be in- 
cluded. The form, as presently con- 
structed, calls for schedules in place 
of a balance sheet, and a cash receipts 
and disbursements statement instead of 
a profit and loss statement. Since the 
form can be used by companies having 
a life of less than three years, it is pos- 
sible that certain of the companies 
falling within its province should prop- 
erly furnish balance sheets and profit 
and loss statements, as having passed 
from a period of promotion to a period 
of effective operation. The line of de- 
marcation, however, is so difficult to 
draw that it would seem that the fur- 
nishing of profit and loss statements 
and balance sheets should be left to 
the discretion of the registrant and not 
be required. 

The essential problem presented in 
the form of investment trusts was that 
the form be so devised so as to obtain 
a Clear and lucid exposition of all the 
load involved in the issuance of the 
securities. Particular attention was paid 
in this regard to the incidence of a 
double load, and its proper mode of 
presentation. 


UNATTAINABLE PRECISION IN 
LANGUAGE 

In conclusion, I should like to point 
out the reasons why it seems certain 
things requested by persons comment- 
ing can not be done. There is a de- 
sire on the part of many persons for 
an unattainable precision in language. 


(Please turn to page 75) 
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Outline of Suggestions for Making 
Financial Statements More Illuminating 


In an address to the Connecticut 
Control on December 14, 1938, Mr. 
L. M. Nichols, of the General Elec- 
tric Supply Corporation, president of 
the Control, summarized suggestions 
made by the Securities and Exchange 
Commission and from other sources as 
to how financial statements of com- 
panies may be made more illuminating 
to stockholders and employees, than in 
the past. An outline of the points 
covered by Mr. Nichols follows: 


Old form of statement of summa- 
rized earnings or earnings per share 
was of little use to stockholders as 
number of shares outstanding varied 
from year to year through stock divi- 
dends, and other causes. 

Analyzed figures on past sales 
showing trend, and with figures in 
comparable form, are recommended 
with notations on changes in nature 
of business, additions or acquisitions 
of other companies. 

It is desirable to show information 
on cost of goods sold, indicating 
margin from which expenses, taxes 
and depreciation must be met. 

There has been a great change 
since 1920 when 11 per cent. dis- 
closed sales and cost of sales—35 
per cent. sales. In 1936 40 per cent. 
disclosed sales and cost of sales, and 
75 per cent. disclosed sales. 

Notation should be made of un- 
usual or non-recurring expenses or 
losses. 

Many statements are unsatisfactory 
because of merging in cost of sales 
or other accounts non-cash expenses 
such as depreciation, depletion, amor- 
tization of tangible and intangible 
assets and deferred charges; partic- 
ularly any change in the method or 
rate of depreciation should be in- 
dicated. In this connection there is 
a decided trend toward having pub- 
lished company statements show de- 
preciation at tax allowable rates. 

Further analysis of expenses segre- 
gating maintenance repairs and re- 
tirements, rent and property taxes 
and royalty charges are desirable. 


It is now almost imperative to 
segregate capital surplus (definitely 
indicating ‘‘paid-in”) and earned 
surplus (indicating that portion 
earned in the current year) and to 
indicate at the time any increase in 
surplus produced by reappraisal of 
assets. 

Practice of making numerous sur- 
plus adjustments, rather than taking 
losses in the year when incurred and 
explaining as non-recurring losses, is 
frowned upon. 

A consolidated statement showing 
a single surplus figure is misleading 
to the extent that it is comprised of 
the surpluses of the subsidiary com- 
panies, as these may never become 
available for dividends on the stock 
of the parent company. 

While the above indicated in- 
formatory detail is essential to proper 
guidance of the stockholders, it is 
undesirable to complicate the report 
with a large number of footnotes, 
which practice has probably grown 
out of the certain requirements of 
the S.E.C. 

There is also a tendency to include 
in reports to stockholders informa- 
tion other than figures presenting 
financial results of operations and 
current position of the company. 
Many progressive companies now in- 
clude a list and even illustrations of 
their products indicating in what 
factories they were produced or by 
what subsidiary companies. 

Many companies are making com- 
parisons with the previous year so 
that the stockholder will not have 
to do so. 

Some are utilizing photographs, 
drawings, charts, maps and addi- 
tional colors of ink to visualize for 
the stockholders the salient points 
of the report. These helpful features 
go a long way toward building up a 
feeling of friendliness and confidence 
on the part of stockholders and pro- 
spective investors. This is particu- 
larly important in view of the fact 
that 86 per cent. of the stockholders 


in 110 leading industrial corpora- 
tions were small stockholders owning 
100 shares or less, and in some of the 
argest corporations women  stock- 
holders outnumber the men stock- 
holders. 

With the stockholder’s interest in 
the corporations in which he owns 
stock aroused, it is much easier to ob- 
tain proxies, particularly for the au- 
thorization of a proposed issue of 
stocks or bonds. 

Many companies are now issuing 
interim reports quarterly to stock- 
holders, each one carrying some spe- 
cific message with regard to the com- 
pany’s progress, new products, and 
the like. 

Some companies instead of using 
the standard size of report 814 x 11” 
are issuing reports to their stock- 
holders, particularly if numerous, in 
pocket size. There is a growing tend- 
ency in financial reports to segre- 
gate and focus attention upon the 
amount of a corporation’s dispos- 
able income which is eaten up by 
taxes as they affect stockholders, em- 
ployees and customers. A_ typical 
form of this presentation is as fol- 
lows: 


1. About 20 cents out of every dol- 
lar we have taken in during the 
three years ended February 26, 
1938 have been paid out by us or 
our employees in direct or indi- 
rect taxes. 

2. Therefore, of very dollar paid by 
customers for our product, the 
customer receives approximately 
80 cents worth of material and 
pays approximately 20 cents in 
taxes. 

3. Taxes take from the company and 
its employees approximately 86 
cents for every dollar of payroll. 


One of the newest developments 
is a form of report by corporations 
to their employees. In some cases 
such as that of the Caterpillar Trac- 
tor Company, they issue a joint em- 
ployees-stockholders statement in the 
form of a condensed financial state- 
ment described in simplified lan- 
guage. In a typical statement of this 
character the assets might be headed 
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“We Owned” with a description of 
the assets in the language of the man 
on the street and the liabilities headed 
“We Owed and We Were Worth.” 

Refer to Monsanto Chemical Com- 
pany’s ‘“Employee’s Edition of the 
Annual Report” for example of this 
method of listing assets and liabili- 
ties with further indication of how 
much of each item of assets is in- 
vested per employee. “It is this in- 
vestment which makes each em- 
ployee’s job possible.” 

The fundamental elements of the 
income and expense or profit and loss 
statement in this form of report to 
stockholders, summarized from vari- 
ous companies is as follows: 


RECEIPTS 


Receipts from goods and services 
sold to customers ix 


COSTS 
Purchases of goods and services 
to be used in production $x 
Payments to employees—Salaries 
and wages + 
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Taxes paid to local, state, and 
Federal Government x 

Depreciation to be used to re- 
place the plant as worn out 


and obsoleted x 
Rents and Royalties x 
Interest and related expenses x 


Dividends paid to stockholders 
as rental for the assets or tools 
which their investment has 
provided for use of the busi- 
ness x 
Total cost > 


Savings retained in the busi- 
ness to provide for expan- 


sion and to assure the per- 
manency of the business $x 


Publication No. B-377 on “Re- 
porting to Employees on Company 
Operations” issued by the Policy 
Holders Service Bureau of the Met- 
ropolitan Life Insurance Company, 
on pages 6 and 7 gives the form 
used by the General Electric Com- 
pany allowing the employee to line 
up his personal assets and liabilities 
and income and expenses in similar 
form. Such special reports are often 
published in employee house organs. 


More Than Official Announcement to 
Employees Required By Administrator 


There has been widely circulated 
says an announcement by the Wage 
and Hour Division, as having the un- 
official approval of the Wage and 
Hour Division of the United State 
Department of Labor the following 
statement as to the method of keeping 
records of office employees working 
on a fixed office hour schedule: 


“All over the country business organ- 
izations engaged in interstate commerce 
and therefore subject to the Wage and 
Hour Law have office forces which oper- 
ate under a fixed office hour schedule; for 
instance, from nine to five o’clock with an 
hour off for lunch. Overtime work in 
such offices is unusual. Many of such 
organizations are planning to comply 
with the regulations requiring records of 
daily and weekly hours worked by of- 
ficially announcing to the employees the 
fixed office hours, with lunch hour off, 
and directing that no overtime work be 
done without express official authority in 
each instance. By this plan, actual rec- 
ords would be kept only as to the hours 
of overtime worked. This would elim- 
inate the keeping of the regular hours per 
day where such a fixed schedule is in op- 
eration,” 


In response to various requests to 
comment upon the foregoing, the 
Deputy Administrator, Paul Sifton, has 
issued the following statement: 


“Our Regulation Section 516.1(d) re- 
quires records to be kept, with respect to 
each employee subject to the Fair Labor 
Standards Act, of ‘hours worked each 
workday and each workweek’. Section 
516.2 of our regulations provides that 
the required records need not be kept 
in any particular form, ‘provided that the 
information required in Section 516.1 is 
easily obtainable for inspection purposes’. 

“These regulations would seem to fe- 
quire more than a mere ‘official announce- 
ment’ to office employees that their hours 
per day or per week are as announced. 
If, in fact, a record is kept with respect 
to each employee employed on a weekly 
or monthly basis in an establishment or 
department thereof operating on a fixed 
office hour schedule indicating the exact 
schedule of hours per day and hours per 
week which that employee is normally 
expected to work and if, in fact, the pay- 
roll records maintained by the employer 
indicate for each worker or for each 
group of workers that such scheduled 
hours were, in fact, adhered to, this would 
be in compliance with our Regulations. 
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When hours in excess of those fixed by 
the schedule are worked, an employer 
must supplement this record by showing 
the exact number of hours worked each 
day and each week in which they are in 
excess of the fixed schedule. 

“No provision of the Act or of our 
Regulations prohibits an employer from 
‘directing that no overtime work be done 
without express official authority in each 
instance’. Attention is called, however, to 
the fact that the Act (Section 3(g)) de- 
fines ‘employ’ to include ‘to suffer or per- 
mit to work’ and that if an employee is in 
fact allowed to work even though ‘with- 
out express official authority’, the hours 
so spent are properly ‘hours worked’ and 
must be taken into account in any deter- 
mination of the question whether the 
minimum wage or overtime compensation 
requirements of the Act have been met. 
If no record of such hours is kept on the 
pretext that no ‘express official authority’ 
to work overtime has been given, the em- 
ployer will be in violation of Section 
15(a)(5) of the Act, and any wage paid 
which does not take into account such 
unrecorded hours may be in violation of 
Section 6 or Section 7, or possibly both 
of those Sections of the Act. 

“It is not allowable to an employer or 
his supervisory representative to forbid 
overtime work without ‘express official 
authority’ on the one hand and wink at 
actual overtime work on the other.” 


AVERAGING OF HOURS 
NOT PERMITTED 

A foundry in Rochester, New 
York, asked the wage-hour adminis- 
trator about the admissibility of 
“average hours.” The general coun- 
sel’s office replied: 

“Your letter makes the following 
statement: 

‘Due to the fact that in our trade 
it is impossible for us to make a 
duplication of our experienced labor, 
and also due to the fact that we are 
unable to make use of the 4 hours 
over the 40 hours, we are asking 
your permission, if it can be had, to 
operate one week at 40 hours and 
every other week at 48 hours, mak- 
ing an average of 44 hours a week.’ 

“The Fair Labor Standards Act 
takes as its standard a single week 
and requires compensation at the 
overtime rate to be paid for all hours 
in excess of 44 worked during any 
workweek. It does not permit an 
averaging of hours over two or more 
weeks. (See page 3 of our Interpre- 
tative Bulletin No. 4.) 
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Exchanges and Commission Move 
for Universal Registration 


A movement is on foot to enact legis- 
lation which would provide and require 
registration with the Securities and Ex- 
change Commission of all securities not 
now listed on exchanges or registered 
with the commission. It would be a uni- 
versal registration amendment. It is being 
advocated by the exchanges, but repre- 
sents also the wishes of the commission. 


Industrial Relations Men To Meet 
in Chicago 


The mid-winter conference of the Per- 
sonnel Division of the American Manage- 
ment Association will be held on Feb- 
ruary 15-16-17, at the Palmer House, 
Chicago. Such topics will be discussed as: 
collective bargaining by employer asso- 
ciations in dealing with unions; appli- 
cability of the British and Swedish labor 
systems to American conditions; and reg- 
ularization of employment. The Con- 
ference will be under the direction of 
Mr. C. R. Dooley, manager of industrial 
relations, Socony-Vacuum Oil Company, 
who is vice-president in charge of the 
American Management Association’s Per- 
sonnel Division. It will have as its theme 
“Putting Industrial Relations Policies to 
Work.” 


“Human Understanding in Industry 
Discussed by William M. Vermilye 


“When Management desires its men to 
pursue a course of action it considers 
reasonable, it should take the trouble to 
convince the individuals one by one in- 
stead of addressing them in a mass,” said 
Mr. William M. Vermilye, vice-president 
of the National City Bank of New York, 
in an address delivered on January 10, 
1939, before the Department of Economics 
and Social Institution of Princeton Uni- 
versity. 

In his brief recital of several aspects 
of the relationships which develop in 
employer-employee association, he em- 
phasized the fact that the obvious point 
of contact which management has with its 
employees is through its foremen. The 
plant foremen, the department heads, 
and the superintendents, he stated, should 
be the continuous concern of management. 
They should be instructed in the com- 
pany’s policies and the reasons for them, 
and in the hopes and ambitions of man- 
agement; and further, they should be in- 
structed in the best approved methods of 
conveying these ideas to the individuals 





COPIES OF 
COMPANIES’ ANNUAL RE- 
PORTS REQUESTED 


Controllers are requested to 
route to the Controllers Institute 
of America copies of annual re- 
ports to stockholders, when that 
is in order; in other words, when 
they are customarily made public. 

These reports are being studied 
from year to year by The Institute, 
to note changes in content and in 
form. It will be appreciated if 
The Institute may be put on the 
regular mailing list to receive 
copies of such reports. 











with whom they are in daily contact. 
Above all, management should listen to 
its foremen and should have such men on 
the job as can establish confidence in their 
comments about the people under their 
immediate guidance. 

In particular it was Mr. Vermilye’s 
purpose to point out the contrast between 
action based on the common emotion of 
groups and that based on the reasoning of 
individuals. He was glad to record that 
the use of a bulletin board as a means of 
addressing the workers of a plant is being 
abandoned by many managements. A bet- 
ter method is to write a carefully worded 
letter and mail it direct to each employee. 
With practical illustrations as cases in 
point, he reviewed some of the technical 
problems involved in the operation of 
relationship between management and 
men. 


Institute Represented Among 
Water Line Accounting Officers 


Six members and several friends of The 
Controllers Institute of America attended, 
or were represented at, the twenty-seventh 
annual meeting of the Association of 
Water Line Accounting Officers which 
was held last fall at Montreal. A two- 
day program included addresses and dis- 
cussions of problems of particular interest 
to the members of the association, a 
luncheon aboard S.S. Duchess of Atholl, 
a dinner at the Hotel Windsor, by cour- 
tesy of Canadian National Steamships, 
and a farewell dinner at Mount Stephen 
Club. Mr. Lewis D. Parmelee, controller 
of Atlantic Gulf and West Indies Steam- 


ship Lines, New York, a member of The 
Controllers Institute, was elected a mem- 
ber of the Executive Committee of the 
Association for a term of three years. 
New York City was chosen as the place 
for the next annual meeting. 


Rules of Practice of Securities 
Commission Amended 


A change in Rule XVII of the Rules 
of Practice of the Securities and Exchange 
Commission became effective January 3, 
1939. The amended rule, adopted under 
the Securities Act of 1933, the Securities 
and Exchange Act of 1934, and the Pub- 
lic Utility Holding Company Act of 1935, 
is primarily an elaboration of the former 
Rule XVII. The new rule provides that 
any interested representative, agency, au- 
thority, or instrumentality of the United 
States, and any interested state, state com- 
mission, state securities commission, 
municipality, or other political subdivi- 
sion of a state may intervene in proced- 
ings before the commission as a matter 
of right. 


300,000 Wage Earners Reported 
Receiving Less Than Specified Rate 


Mr. Elmer F. Andrews, wage-hour ad- 
ministrator, estimates at 300,000 the num- 
ber of wage earners under the Fair Labor 
Standards Act who, prior to October 24, 
1938, were receiving less than 25 cents 
an hour. This figure is given in an interim 
report by Mr. Andrews covering the 
period August 15, 1938, to December 31, 
1938. 


Stockholders Elect Independent 
Auditors in Pennsylvania 


In Pennsylvania, independent auditors 
of business concerns are elected by the 
stockholders of corporations, under Sec- 
tion 318 of the Pennsylvania Corporation 
Code of 1933, a sentence of which reads: 
“The accountant or firm shall be elected 
by the shareholders of the corporation.” 


SEC Participating in Thirty-Seven 
Reorganization Proceedings 


The Securities and Exchange Commis- 
sion announces that it has become a party 
to eleven additional reorganization pro- 
ceedings under Chapter X of the Bank- 
ruptcy Act, as amended. With the inclu- 
sion of these cases the commission is now 
a party to thirty-seven proceedings under 
the statute. 
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SEC Names Special Counsel 
For Monopoly Study 


The Securities and Exchange Commis- 
sion announces that Peter R. Nehemkis, 
Jr., has been appointed special counsel in 
charge of the investment banking section 
of the commission’s monopoly study. Mr. 
Nehemkis, a native of Newark, New 
Jersey, has had a varied career with th: 
commission as a member of the general 
counsel’s staff. He is a graduate of the 
Swarthmore College and the Yale Law 
School. He was editor of the Yale Law 
Journal and has been a contributor to 
that publication, as well as to the Colum- 
bia Law Review. 


Many Companies Are Reviewing 
Controllership Setups 


It is amazing, the number of persons 
who are not controllers and are not in an 
official capacity with any company, who 
are writing articles and making speeches 
these days, defining the duties of a con- 
troller. It would appear that the direc- 
tors of a company are the ones to define 
those duties and responsibilities, and to 
delegate commensurate authority to the 
controller. It is a fact that many com- 
panies are reviewing their controllership 
setups, with a view to strengthening them. 
The Controllers Institute of America has 
been advocating this for many years, and 
its continuous studies of controllership 
procedures have contributed much that 
is of value to the solution of these prob- 
lems. 

An editorial in the February issue of 
“The Journal of Accountancy,” speaking 
of a statement issued by the American 
Institute of Accountants, included this 
paragraph: “The importance of internal 
control was emphasized and the definite 
suggestion was made that the position of 
the controller should be strengthened by 
making him entirely independent of oper- 
ating officers and directly responsible to 
the board of directors.” 


Washington Studying Direct 
Placement of Securities 


Direct placement of securities by corpo- 
rations with institutional investors is be- 
ing studied by the Temporary National 
Economic Committee. A letter has been 


addressed to seventeen corporations which 
sold bond issues directly to large institu- 
tional buyers in 1937 and 1938, request- 
ing data in respect to these transactions. 
A letter has also been sent to 69 financial 
houses concerning placements in which 


they may have participated as interme- 
diaries between January 1, 1934, and De- 
cember 31, 1938. The study will inquire 
into the causes of the increased practice 
of direct placement of securities in re- 
cent years, and its effect upon investment 
banking and the capital and securities 
markets. 


Report on Study of Investment 
Trusts Sent to Congress 


The Securities and Exchange Commis- 
sion has transmitted to the Congress 
Chapter VI of Part Two of its over-all 
report on the study of investment trusts 
and investment companies, which it has 
conducted pursuant to Section 30 of the 
Public Utility Holding Company Act of 
1935. Chapter VI deals with the per- 
formance of the large management invest- 
ment companies proper—closed-end and 
open-end investment companies popularly 
regarded as investment trusts, for the 
period 1927-1937. It merely recapitu- 
lates the conclusions contained in an ap- 
pended statistical report prepared by L. C. 
Vass with the assistance of Irwin Friend. 
The remaining two chapters of Part Two, 
which will contain various statistical 
compilations relating to the experience 
of investors in investment trusts and in- 
vestment companies and to the portfolios 
of such organizations, will be transmitted 
to the Congress in the near future. 


San Francisco Control Compiling 
Roster of Its Members 


The San Francisco Control of The Con- 
trollers Institute of America is compiling 
a roster of its membership which will 
appear in book form. The roster will pre- 
sent, in addition to the members’ names, 
their certificate numbers, dates of admis- 
sion, chief hobbies, and other pertinent 
data with respect to position and activi- 
ties. The information is now being as- 
sembled. 


Harold H. Neff7Appointed 
European Observer 


Mr. Harold H. Neff, chief of the Forms 
and Regulations Division of the Securi- 
ties and Exchange Commission, has been 
appointed European observer of the com- 
mission, and will shortly take up his sta- 
tion in London. There he will observe 
the course of markets and financial trad- 
ing and make reports to the Commission 
on matters of particular interest to it. 
His jurisdiction will extend to Paris, 
Berlin and other European capitals. He 
is a specialist in international law. 


Amendment of Forms Announced 
by Securities Commission 

The Securities and Exchange Commis- 
sion has amended the forms prescribed 
for applications and reports under the 
Securities Exchange Act of 1934 of cer- 
tain companies which file annual reports 
with the Interstate Commerce Commis- 
sion or the Federal Communications Com- 
mission. Such companies are permitted 
to file applications and reports under the 
Securities Exchange Act which consist 
largely of copies of their annual reports 
to the Interstate Commerce Commission 
or the Federal Communications Com- 
mission, and copies of the reports or 
financial statements of their significant 
subsidiaries. The purpose of the current 
amendments is to apply the same require- 
ments to motor carriers subject to the 
Motor Carrier Act, in view of the recent 
promulgation of a special form for such 
carriers by the Interstate Commerce Com- 
mission. 

An additional minor amendment has 
been made to the annual report forms. 
Companies which report to the Interstate 
Commerce Commission on Form A are 
permitted, in connection with reports to 
the Securities and Exchange Commission, 
to file certain selected schedules in lieu 
of the complete Form A. The list of 
selected schedules has been amended to 
conform to certain changes in designation 
in Form A of the Interstate Commerce 
Commission for the year ended December 
31, 1938. 





Inquiries Concerning Institute Invited 


The Controllers Institute of Amer- 
ica is a technical, and in a sense a 
professional organization composed 
of more than 1,100 controllers of the 
larger corporations of the United 
States. Membership is open to con- 
trollers, and to those performing the 
duties of a controller as defined by 
The Institute, even though the appli- 
cant may have some other title. In- 
quiries are invited. A description 
of the duties of a controller, as de- 
fined by The Institute, will be sent on 
request. Address, The Controllers 
Institute of America, One East Forty- 
second Street, New York City. 




















The Controller, February, 1939 


One Answer to Fixed Rate Payroll 
Problem 


By RAYMOND M. STEARNS 


Vick Chemical Company 


In the years preceding the passage 
of the Social Security Act and other 
legislation of like nature, handling the 
average office payroll of around two 
hundred persons was a comparatively 
simple matter. In many cases it was 
an informal affair, which was under- 
standable enough when prepared but 
later had a habit of developing an 
astonishing lack of enlightening in- 
formation when consulted. No pres- 
sure to do otherwise had yet arisen, 
however, and if the total amount in- 
dicated tied in with the accounting 
records and the auditors were satisfied 
that no fraud was being perpetrated, 
every one was happy. 

During these years some persons 
were paid weekly but at a monthly 
rate, others paid semi-monthly or 
monthly on a weekly rate basis. Both 
checks and cash were used. There were 
two payrolls. One was a general 
managers’ payroll, which paid by check 
monthly, and the other was one which 
covered the lower salary brackets and 
paid by cash either weekly or semi- 
monthly. For various reasons which 
seemed satisfactory at the time there 
were individuals on the monthly pay- 
roll whose wages were less than many 
on the weekly or semi-monthly pay- 
roll. 

Many officers no doubt found them- 
selves with similar conditions when 


they faced the necessity of complying 
with the Social Security requirements. 

The office with whose system I am 
concerned is located in New York City, 
and consequently comes under New 
York State Unemployment Insurance 
regulations. These in the early stages 
proved difficult to interpret. We felt 
we would be making our first step in 
clarifying our payroll status if we defi- 
nitely segregated our personnel into 
groups. Group A covered everyone 
whose yearly rate was $3,000 and 
under. Group B covered all those 
above $3,000. Our next step was to 
round out the rates to even amounts 
on a monthly basis. This meant that 
each odd rate was raised to the next 
even dollar amount. Instructions were 
issued by the management at this time 
to specify monthly rates on all new 
employees hired. 

The problem of a certain few im- 
pecunious individuals who had been 
changed from weekly or semi-monthly 
pay periods to a monthly basis because 
of their rate, was settled by loans 
which were returned to us in small 
amounts each pay day by deductions 
from their monthly wage. 

January 1, 1937, we started paying 
every one by check. The first checks 
which we used had detachable stubs 
which were believed to be legally nec- 
essary at that time. This meant addi- 
tional typing. Il in all, even with 
the clarifications described, we found 
that preparing the payroll involved 





much more work than it had before, 
because of the repetition of informa- 
tion required. 

After investigation we decided to 
use a machine which would automati- 
cally record much of this information 


for us by means of stencils. The one 
which we purchased is a small motor- 
driven machine which can be used also 
for addressing envelopes, and the like, 
and cost about half the price of a good 
calculating machine. 

At this point we changed from a 
check with an attached stub to one 
which provides a space on the face of 
the check for indicating the legally 
required information given the em- 
ployee concerning his wages and the 
amount deducted. 

The stencil which we use is so ar- 
ranged that we list our payroll infor- 
mation on a payroll sheet and also im- 
print the same information on the face 
of the check. The checks are dated 
automatically as they are run. 

Many persons receive a different 
amount the second half of the month 
than in the first half, because of a 
hospitalization deduction made from 
the first half, or perhaps their rate 
makes one cent difference between the 
semi-monthly amounts. This situation 
is covered by placing both lines of in- 
formation on the plate and cutting off 
one or the other with a metal mask, 
depending on the payroll being paid. 

There are a few each payroll period 
who for one of several reasons do 
not get their regular amount. This sit- 
uation arises in any system in which 
repetitive information is mechanically 
recorded. 

(Please turn to page 62) 
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THESE EXCLUSIVE COMPTOMETER FEATURES 


Schoolboys are fascinated by the 
legend of the bridge that fell down 
because of a misplaced decimal 
point. ... Business men know that 
the bridge between production and 
profit may collapse for lack of ac- 
curate figures ... or by the weight 
of decisions based on inaccurate 
figures and statistics. .. . Leading 
business and industrial organiza- 
tions handle the bulk of their figure 
work on Comptometers ... not only 
because this machine offers them 
speed with dependability and adapt- 
ability ... but because accuracy is 
safeguarded by the exclusive 
Comptometer features “starred” on 


this page. 
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) THEY'RE “SOLD” ON COMPTOMETER 
ACCURACY AND COMPTOMETER ECONOMY 


Listed here are a few of the thousands of pro- 
gressive business and industrial concerns handling 
most of their figure work on the Comptometer: 


THE ATLANTIC REFINING COMPANY 
BORDEN'S PRODUCE COMPANY, INC. 
BRIGGS MANUFACTURING COMPANY 
CANNON MILLS, INC. 
EASTMAN KODAK COMPANY 
THE FULLER BRUSH COMPANY 
THE HOOVER COMPANY 
KRAFT-PHENIX CHEESE CORPORATION 
R. J. REYNOLDS TOBACCO COMPANY 
SWIFT & COMPANY 
TIMKEN ROLLER BEARING COMPANY 
ZENITH RADIO CORPORATION 


Le ee 



















For a revealing demonstration of Comptometer 
economy, accuracy and efficiency, telephone your 
local Comptometer representative. Or write direct 
to Felt & Tarrant Mfg. Co., 1734 N. Paulina St., 
Chicago, Ill. 
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One Answer to Payroll Problem 
(Continued from page 60) 

Our method of providing for these 
irregularities is to keep an exception 
sheet, on which are recorded these 
changes with all the necessary infor- 
mation. When it is time to prepare a 
payroll the stencils for those persons 
are removed and another which shows 
only security number and name is in- 
serted, while the stencils are still in 
their file drawers. This necessitates 
two complete lists of stencils, but we 
find it is more flexible than one be- 
cause of the fact that we can keep an 
alphabetical list composed of security 
number and name only, and an account 
grouping list with all the required in- 
formation. The first list is used for 
social security forms. Thus, the names 
of persons who have left the company 
during a quarter are not removed until 
after the quarterly list has been run. The 
second or account grouping list is kept 
up to date with new stencils as rates 
are changed or persons hired. Obvi- 
ously after the original stencils are 
made the only replacements required 
are for new employees and changes in 
rate. The original cost depends on 
the size of the list and the amount of 
information embossed on the stencil. 
We do not have the machine which 
embosses the stencils as we are able 
to have them made at a nominal cost 
by the company from whom we bought 
the machine. 

Our routine payroll is completed in 
a fraction of the former time required, 
and the chances of error have been 
greatly reduced. 


The procedure is as follows: 

1. The stencils are run through the 
machine set up as a lister. This 
produces the payroll sheet. 

. The blank spaces in the exceptions 
are filled in from the exception sheet 
and the account groupings toxaled. 

. The stencils are run through again 
and the checks in sheets of five are 
inserted. This imprints the required 
wage information on the checks and 
dates them. 

From the payroll sheet the blank 
exceptions are typed on the checks. 

5. The check numbers are inserted be- 

side the corresponding name on the 

payroll. 


No 


We 


nes 
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6. The checks are separated and the 
net amount shown on the face is 
cut in with a check writer. 

7. An adding machine tape is run up 
from the amounts cut in and com- 
pared with the total of the payroll. 

8. The posting to the individual ledger 
sheets is done with pen and ink. 
Two methods may be used: 

a. The checks may be sorted alpha- 
betically and entered in the ledger. 
b. The posting may be done from 
the payroll. This will mean more 
turning of pages to find the cor- 
rect ledger sheet but has an 
advantage in that it can be done 
any time between payrolls. 


A window envelope is used which 
is opaque and allows only the security 
number and name to be seen. 

The reader will probably be con- 
cerned about the persons whose salaries 
are more than $3,000 and consequently 
whose old age benefits deductions 
would be completed during the year. 
In the average office this group is 
smaller than the group of $3,000 and 
under, so the best plan is to have the 
gross rate only on the stencil with the 
old age benefits deduction and net 
amount extended in ink by hand or 
with a typewriter on the payroll sheets. 
Inasmuch as it is more repetitive as the 
year goes on the extensions will take 
less and less time. 

We believe this system will prove a 
time and labor saver in any office 
where the rates are fixed and the turn- 
over and salary changes normal. We 
have used it successfully for a year and 
one half. 


ONE COMPANY’S BUSINESS 
FORECAST FOR 1939 

An attractive, bound copy of ‘1939 
Forecast of General Business” by the 
Budget and Methods Department of 
Bausch & Lomb Optical Company, 
Rochester, New York, has been pre- 
sented to The Controllers Institute of 
America through the courtesy of Mr. 
E. S. La Rose, assistant controller of 
the company, a member of The In- 
stitute. In preparing this estimate the 
Budget and Methods Department, 
following the procedure adopted in 
previous yearly forecasts, has en- 





deavored to secure information on 
probable business conditions from 
as many reliable sources as were 
available and to correlate the indi- 
vidual predictions into a composite 
estimate, for presentation to manage- 
ment. Messrs. E. S. La Rose, assistant 
controller, and A. H. Ottman, econ- 
omist, are to be congratulated upon 
the excellence of the presentation, 
both as to form and content. The 
forecast predicts an improvement of 
18.9 per cent. over 1938, to 97.5, on 
the basis of The Annalist index. This 
applies to industrial production. The 
forecast predicts a figure of 92, on 
the basis of the Federal Reserve 
Board Index of Department Store 
Sales, an improvement of 7 points, 
or 8.2 per cent. 


TOWN-WARMING MEET- 

INGS IN BARRINGTON 

The town of Barrington, Illinois, 
has just completed.a period of two 
weeks of ‘‘town-warming meetings” 
in which fourteen noted writers, edu- 
cators, philosophers, ministers, com- 
mentators, former cabinet members and 
playwrights, addressed nightly meet- 
ings on subjects of current interest. 
Mr. A. U. Hunt, controller of the 
Jewell Tea Company, Inc., a member 
of The Controllers Institute of Amer- 
ica, had a prominent part in the plan- 
ning and carrying out of this enter- 
prise, which was known as “The Bar- 
rington Town-Warming Plan,”’ and is 
described as a combination of the early 
town meeting and the old-time reli- 
gious revival. It was financed by the 
people of the community and no ad- 
mission was charged for any meetings, 
which were held in the high school 
auditorium. 





Eastern Spring Conference 


Plans for the program of the 
Eastern Spring Conference of Con- | 
trollers, to be held in New York | 
City, April 24, are in course of 
| preparation, under direction of Mr. 
| Henry F. Storck, chairman of the 
| committee. The committee plans to 
| devote an entire session to discus- | 
_ ston of inventory problems. | 
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What Every Accountant Wants 


for advanced accounting and prepa- 
ration for examination —this New 


ADVANCED ACCOUNTING 
and C.P.A. REVIEW 


@ Coaching in Accounting Theory and Prac- 
tice 

(a) Detailed coaching outlines suggesting methods of approach 
and analysis, working sheet procedure, and final presenta- 
tion of 100 problems selected from recent Institute examina- 
tions. 

(b) An organized study of American Institute of Accountants’ 
examinations by main classifications—including Partner- 
ships, Working Sheet Adjustments, Bankruptcy and Receiver- 
ships, Statements of Application of Funds, Distribution of 
Income and Expense, Cost Accounting and Inventory Valua- 
tion, Depreciation and Appraisals, Consolidated Statements, 
Foreign Exchange, Municipal Accounting, etc. 

(c) Source text book, “American Institute Examination Ques- 
tions.” 

(d) Criticism and grading of 100 selected C. P. A. problems in 
Accounting Theory and Practice. 

(e) Complete solutions to 100 problems in Accounting Theory 
and Practice. 

(f) Principles of Accounting Practice—theory test for review 
and study. 


@ Coaching in Auditing 


(a) Text in Auditing Procedure, including complete set of audit 
working papers, summaries of general audit procedures in 
detailed audits, chapters on specialized audits, such as pub- 
lic service companies, financial institutions, insurance com- 
panies, publishers, timber companies, mines, department 
stores, contractors, etc. 

(b) Auditing Quizzer. One hundred Auditing Questions and 
Answers for study and review, based upon recent Institute 
examinations. 

(c) Examinations of Financial Statements by Independent Pub- 
lic Accountants—a summary of authoritative audit recom- 
mendations published by the American Institute of Account- 
ants. 

(d) Eight complete Institute Auditing Examinations for solu- 
tion, criticism, and grading. 

(e) Complete solutions to eight American Institute of Account- 
ants’ Auditing Examinations. 


@ Coaching in Commercial Law 


(a) Business Law—Review and reference text in Commercial 
Law. 


(b) Law Quizzer—1,662 Review Questions and Answers in Com- 
mercial Law, including Contracts, Agency and Employment, 
Sales, Partnerships, Corporations, Negotiable Instruments, 
Guaranty and Suretyship, Insurance, Bankruptcy, Public 
Service Companies, and Bailments. 

(c) Eight Complete Institute Commercial Law Examinations 
for solution, criticism, and grading. 

(d) Complete solutions to eight American Institute of Account- 
ants’ Commercial Law examinations. 


@ Coaching in Federal Income Tax Proce- 
dure 


(a) “Manual of Federal Income Tax Procedure,” a comprehen- 
sive text organized for systematic study, illustrating com- 
plete individual, partnership, and corporate returns, revised 
annually. 

(b) Fourteen practical problems in Federal Income Tax Proce- 
dure, based upon Income Tax Manual, for solution, criti- 
cism, and grading. 

(c) Complete solutions to fourteen practical problems in Fed- 
eral Income Tax Procedure. 


@ LaSalle Higher Accountancy Texts and 
Reference Library, Consisting of: 


Principles of Accounting Practice 

Cost Accounting Procedure 

Auditing Procedure 

Accounting Systems, Their Design and Installation 
Business Law 

Corporate Organization and Management 

Manual of Income Tax Procedure 


@ Special Lectures: 


Thorough discussion of the Social Security Act and its ad- 
ministration, the Robinson-Patman Act, and other related 
subjects, 


@ Consultation Service: 
An unrestricted privilege of direct correspondence with 
C. P. A. staff members on personal problems relating to the 
C. P. A. examination, and other accounting and business 
problems. 


Address inquiries to DEPT. HR-6 


LaSalle Extension University 


A Correspondence Institution 
4101 S. Michigan Avenue 


Chicago 








Definition of Jobs, Standardization 
of Wages, Build Morale 


Officer of Insurance Company Describes Benefits Flowing from Scientific and Or- 
derly Provision for Advancement of Office and Other Workers—Rates Vary Forty 
Per Cent. in Companies without Wage Programs—Paper by Epwarp V. MILLs. 


ONTROLLERS are faced with 

the necessity of setting equitable 
wage rates and systems of promotion, 
at least in their own departments; and 
by reason of their general supervision 
of expenditures they have the same re- 
sponsibility concerning rates, defini- 
tions of jobs and the like, throughout 
their business organizations. The pa- 
per that follows will therefore be of 
special interest. It was presented by 
Mr. EpwarD V. MILLS, secretary of 
the Fireman’s Fund Insurance Group 
of San Francisco, at the Sixth Annual 
Meeting of THE CONTROLLERS INSTI- 
TUTE OF AMERICA in October, 1937; 
and later was presented before the San 
Francisco Control in March, 1938. 

—THE EDITOR. 


At no time in our national indus- 
trial history have business executives 
given so much serious through to per- 
sonnel management as they are today. 

Some of this attention has been un- 
der compulsion and as a matter of self 
defense; however, personnel has now 
reached a place of importance equal 
to the heretofore stressed phases of 
business activity—'‘production, sales, 
advertising and equipment.’”’ And this 
is a good thing. 

Workers have ambitions. Whether 
they be in the crafts and sciences, 
mechanics or artisans, white collar 
workers or laborers, they have ambitions 
to advance their standard of living. 

Considerable progress has been 
made in the development of scientific 
methods as a basis for providing op- 
portunity for the worker to acquire 
the fuller life through more adequate 
earning capacity. Wage earners are 
justified in expecting their employer, 
their labor union or their collective 
bargaining representative to protect their 
interests against wage inadequacies. 


Organizations unwilling to develop 
a basis for wage determination gen- 
erally offer the explanation that most 
salaried employees have such varied 
activities that it is extremely difficult, 
if not practically impossible, to estab- 
lish the relative value of their services 
with any degree of accuracy. 

Despite this apparently serious dif- 
ficulty some companies have devel- 
oped methods of controlling salaries 
founded on two broad, basic principles: 


1. Salary standardization, or the grad- 
ing of jobs; and, 

2. Salary administration, or the con- 
trol of individual rates of pay. 


Some of the reasons for present un- 
rest may be enumerated as follows: 


1. A variety of rates of pay for sim- 
ilar work. 

. Employees who are particularly ef- 
ficient are overlooked for promo- 
tion. 

3. Unequal salaries for jobs of equal 

value to the company. 

4. Inadequate salaries for work done. 

5. Accessible, rather than deserving, 
people are given preference and 
promotion. 

6. New people are obtained from out- 
side the company because deserving 
and capable employees can not be 
spared from their present jobs. 

7. There is an absence of mutual re- 
spect and consideration between 
employer and employee. 

8. There is no opportunity for em- 
ployees to approach the manage- 
ment for the exchange of ideas. 

9. Grievances and complaints which 
have accumulated are given no op- 
portunity for expression either 
through staff representation or 
otherwise. 


No 


10. No well defined employment pol- 
icy is in effect. 


When it is considered that the two 
most vital factors of good personnel 
management involve a scientific plan 
regarding salaries and promotions, it is 
not so difficult to understand some of 
the unrest in business today. 


FACTORS IN ACCORDING PROMOTIONS 


Every employee deserves a fair salary 
and a fair chance of promotion. Sen- 
iority, influence, and, to some extent, 
personality, should not be major influ- 
ences in determination of salary in- 
creases and promotion. 

Promotions and salary increases 
should be based primarily on efficiency 
and the value of the work to the com- 
pany. Otherwise, you may have a dis- 
gruntled and discontented personnel, 
doing mediocre work. 

The personnel management should 
strive continually to eliminate petty 
jealousies, to minimize staff criticism 
of the management, to remove any 
feelings of franchise or favoritism, 
and to endeavor to promote the desire 
for sound, equitable employer-em- 
ployee relations. 

This can be accomplished, in my 
opinion, only through a_ practical 
standardization of wages, and admin- 
istration predicated upon recognizable 
fundamentals. These involve adequate, 
equitable rates of pay, a fair promotion 
plan, fair, reasonable hours of work, 
proper and wholesome working condi- 
tions and a fair and indiscriminate 
classification schedule. The develop- 
ment of the necessary information, I 
shall go into presently. 

Personnel management must keep in 
mind the fact that it is ever necessary 
to go over again and again, and still 
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again, the same items. Business con- 
ditions change, living conditions 
change, and personnel management 
must keep pace with these changes. 

As a business institution will replace 
its machinery, so should it replace its 
methods of operation whenever more 
modern methods are required and 
available. 

A lackadaisical attitude toward this 
important subject will have its conse- 
quent unsatisfactory conclusions. 

In the consideration of some of the 
problems, thought should be directed 
to the cost of living, to vacations with 
pay, to sick leave, to a reward system 
for good attendance, to medical serv- 
ice for the staff, to the stabilization of 
employment to the maintenance of ac- 
curate personnel records, and to a care- 
ful, comprehensive definition of the 
jobs within the organization. 

It seems well advised for employers 
to make a statement of policy to the 
members of the staff, imparting to 
them some of the hopes and ambitions 
of the management with reference to 
employer-employee relations. 

It will be found that the anxiety of 
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the employees to do good work will 
at once manifest itself, and that the 
degree of efficiency will be advanced. 
Efficiency results from reasonable per- 
manence and continuity of service, 
which are the outgrowth of fair wages, 
proper hours and good working con- 
ditions. These lead to contentment, 
and out of contentment comes loyalty 
and faithfulness. 

Unless these principles and require- 
ments are accepted by business men 
and management they can not hope 
for freedom from concern over per- 
sonnel problems. 


RELATIVE VALUE OF POSITIONS 
IMPORTANT 

In this entire undertaking equity 
and fairness must be the actuating 
motives. This means that management 
must keep an accurate and impartial 
record of the kind of work done by 
each employee. It must determine the 
relative value of various positions in a 
department, and the relative value of 
the various positions in each depart- 
ment must be used to determine a fair 
minimum and maximum rate of pay 
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for each position throughout the or- 
ganization. These should be compared 
with going rates of pay for similar 
work in the community. 

Responsibility for actually doing the 
research work necessary can be as- 
signed to an individual, or a commit- 
tee, or, as was done in our own organ- 
ization, over a long period of time, 
through extended conferences with di- 
visional heads. 

It is natural that some questions will 
arise when salary standardization is up 
for consideration. For example, what 
positions should come within the scope 
of a class? Shall this be limited to the 
office staff ? Shall it embrace all classes 
of employees? Shall it include those 
in supervisory positions? Shall it stop 
at a certain salaried position ? 

My own pinion is that, except for 
trade union members whose rates are 
fixed, salary standardization is possible 
of application to all members of the 
staff up to the rank of junior officer. 

The extent to which the jobs are 
evaluated and classified will be the 
measure of success of any salary stand- 
ardization plan. 


THE KNOX PLAN FOR PRINTING CONTROL 


Buying Printed Forms Cheaply is not standardization ... 


Buy a carpenter the cheapest possible tools and he will 
find difficulty in building a good house. 


Buy your office forms as cheaply as possible and you will 
lose through clerical inefficiency. 


The Knox Plan provides for increased clerical efficiency 


through FUNCTIONAL STANDARDIZATION . 


low prices through PHYSICAL STANDARDIZATION . 


—complete forms control. 


A letter will bring more complete information 


. and correct 


.. Result 
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If these things are done and the 
staff learns that you have adopted a 
principled personnel management plan 
which emphasizes factors of equity 
and fairness, that their salaries will 
regularly come up for review, and that 
you have adopted a plan of training 
and promotion—you will meet the 
challenge to management in no uncer- 
tain terms. 


TRAINING AND PROMOTION 
PROGRAM 

Several years ago we recognized the 
need in our organization for young 
men whose training and advancement 
should be planned. 

In pursuance of this thought we out- 
lined the following procedure: 

We select— 

young men who have come from 
schools recognized for their high 
scholastic standing, which should 
give them a sound educational 
background ; 

outstanding young men who have 
otherwise acquired the equivalent 
of advanced education ; 

young men who definitely display 
latent talents and abilities worthy 
of development but who may not 
have had the opportunity of col- 
lege training. 

They must also dress neatly, show 
proper attitude in conversation, have 
good hearing and generally display 
sound physical and mental fitness to 
justify the time and labor necessary for 
their development and progress. 

Such young men are placed in our 
mail or supply departments in order 
that they may obtain some general 
ideas as to the magnitude of the organ- 
ization, the scope of its operations, 
volume of business transactions han- 
dled, and the efficiency with which the 
company receives and dispatches mail 
and supplies. 

It is our feeling that thus these young 
men acquire an appreciation of their 
company, and gain impressions that 
will serve them well in their future ex- 
periences with the firm. 

We endeavor to point out to them 
that obviously all persons in the insur- 
ance business cannot be located in one 
phase of our activities, that some are 
best equipped for claims work, others 
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for underwriting, accounting, and so 
on. 

We further explain that it is our de- 
sire to avoid the misplacement of men 
and that they should be prepared 
through careful observation and study 
to declare, when the time arrives for 
locating them in a specific division of 
the company, whether or not they be- 
lieve their talents and ability would be 
given fullest expression if thus located. 

We realize that generally their most 
difficult problems are to determine— 
1. What they really want to do to make 

a living 
. In what phase of our particular in- 

dustry they feel best equipped to 


serve. 


No 


In an endeavor to assist them in ar- 
riving at an accurate decision we trans- 
fer them, in due time, to our Central 
Statistical Department. Here they have 
opportunity for the first time to gain a 
better understanding of the so-called 
“Manual of Rates and Classifications,” 
the general methods used for recording 
the history of the business, the technical 
expressions found in our industry, dif- 
ferent classes of insurance written, and 
reasonable appreciation of the general 
flow of work. 


ENCOURAGED TO ATTEND SCHOOLS 


During the time they are serving in 
this department we encourage them to 
attend schools of instruction in the in- 
surance field in order that they may 
have a clearer understanding of some 
of the technical phases of insurance, 
that is, the policy contract itself, the 
general plan of the average stock com- 
pany, the customary agency and bro- 
kers’ methods of transacting business 
of insurance, and the like. 

It is not uncommon for us to have 
young men decline transfer to a certain 
department of the company when an 
opening occurs, their preference being 
to pursue a different phase of the busi- 
ness. This at times may mean that men 
who have been shorter in the service 
than others will have been advanced 
more quickly. Nevertheless, ultimately, 
such situations generally adjust them- 
selves with greater satisfaction all 
around. 

As an illustration, the law student, 
of whom we have several in the office, 


generally prefers the claims depart- 
ment, the mathematician will invari- 
ably decide to stay in the statistical de- 
partment, and so on. 

It is our belief that this method of 
training and promotion over a number 
of years has given the company a high 
degree of efficiency in its young men, 
and provided us with potential divi- 
sional heads. 

For obvious reasons, the company 
cannot provide every individual with 
all of the opportunity he may be seek- 
ing, and perhaps rightly deserves. The 
result is that we have had some of our 
fine young men capitalize their experi- 
ence and training with us by going to 
other insurance companies. 

We manifest no feelings in the mat- 
ter, believing that while our first in- 
terest is, of course, with our own organ- 
ization, the next is with the industry as 
a whole. 


SALARY AND WAGE STANDARDIZATION 
AND ADMINISTRATION 


All jobs in our office have been eval- 
uated in terms of other jobs; relative 
values have thus been established. In 
other words, a junior keypunch oper- 
ator is considered of as much value to 
the firm as the junior typist, even 
though their work is dissimilar. On 
this basis we have set up minimum rates 
of pay which are adhered to conscien- 
tiously. 

When employees are advanced from 
one grade to another, the minimum rate 
is applied; new employees are entered 
on the payroll at least at the minimum 
rate of pay for the work to which they 
are assigned. 

We believe this plan minimizes the 
opportunity for petty jealousies and 
fault-finding or criticism of the man- 
agement because of variables in rates 
of pay generally found in systems not 
backed up by sound principles of wage 
standardization. 

It has been our observation that in 
organizations without a “wage pro- 
gram,” wage rates have varied as much 
as 20 to 40 per cent. for the same type 
of work. This can lead only to un- 
wholesome conditions and a manifesta- 
tion of discontent, for naturally the 
employee feels that he has either been 

(Please turn to page 73) 
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Flexibility of Management Denied 
by Government Regulation 


CCOUNTING practices today, of 

an industrial concern, were con- 
trasted with those of years ago by MR. 
HENRY C. Perry, controller of Hey- 
wood-Wakefield Company, and form- 
erly president of THE CONTROLLERS 
INSTITUTE OF AMERICA, 77 an address 
delivered December 13, 1938, in Chi- 
cago, before a joint meeting of ac- 
countants from the Edison Electric 
Institute and the American Gas Associ- 
ation, nearly one thousand having met 
for a three-day discussion of account- 
ing problems. Mr. Perry's subject was 
“One Hundred Years of Accounting.” 

—THE Epiror. 


A portion of Mr. Perry's paper reads: 

We know that the frontiers of today 
are something different from the fron- 
tiers of fifty or one hundred years ago. 
Management is conscious that social 
changes, restrictive legislation, and 
steadily-increasing rates of taxation are 
but the symptoms of more far-reaching 
and permanent problems to come. 

Governmental regulation of private 
business activity now denies manage- 
ment the flexibility of action it form- 
erly enjoyed to adjust methods in such 
manner as to safeguard the margin of 
profit, and you men engaged in the 
practice of utility accounting must gov- 
ern yourselves according to voluminous 
federal and state laws which apply to 
your business. 

We all must think and work in 
terms of today and tomorrow, and not 
in the traditions of yesterday. As I 
compare the responsibilities of our Ac- 
counting Department with those which 
applied many years ago, I can not over- 
look the number of such laws which 
govern manufacturing industry. In our 
business we must give consideration 
to the Robinson-Patman Act, the Fed- 
eral Trade Commission Act, Corpo- 
rate Income, Capital Stock, Excess Prof- 
its, Undistributed Profits and Federal 
Excise Taxes, Social Security and Old 
Age Pay Roll Taxes, all forms of State 
Franchise, Income and Sales Taxes, the 
Labor Relations Act, Securities and Ex- 
change Regulations, the Walsh-Healey 


Public Contracts Bill, the recent Wages 
and Hours Act, and others too numer- 
ous to mention; but these are only the 
laws. 

Then we have scores of commissions 
for the regulation of industry, service 
enterprises and finance, and these com- 
missions issue reams of regulations that 
have the force of law. Call it what you 
will—a changing social consciousness, 
the progress of civilization, economic 
planning, the force of technology— 
dress it up in any manner that suits 
your intellect, but the conditions with 
which we are confronted today are vastly 
different and they represent a challenge 
to those who seek the more abundant 
life by the practice of accounting. How 
shall we meet this challenge? 

I believe that the accountant stands 
on the threshold of these changes, 
equipped with the instruments of con- 
trol by which improved managerial 
policies may be introduced and regu- 
lated to serve the new order. He has 
a mind that is trained for leadership 
in this period of vexing economic and 
social problems. It is his responsibility 
to bring more and more out of the 
shadow of speculation into the light of 
objective fact. He is a staff man, not 
a line man, and must produce in order 
to hold his job, since there is no other 
excuse for his existence. 

He must not only deal with new 
factors and unknown forces, but his 
figures must provide a practical guide 
to sound administrative thinking. His 
systems of records should be built 
around the principle of having the 
figures reveal, without undue analysis, 
the results of the authority which has 
been exercised so that the responsibil- 
ity for success or failure may readily be 
determined ; but it is useless for him to 
supply these tools unless they are used, 
because figures in regard to any busi- 
ness are not worth the cost of com- 
pilation unless action can be predicated 
upon them. 

It may be appropriate to repeat what 
was said in my closing address before 
the Seventh Annual Meeting of the 
Controllers Institute of America: 
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“However ludicrous it may seem, al- 
most every business is face to face with 
a hostile Federal Government and a 
hostile public. There is only one way 
to solve that problem. Business must 
find the facts, tell the truth about them, 
and build good will in the public mind 
for itself. The underlying philosophy 
of the recent International Manage- 
ment Congress was one of recognition 
and acceptance of management's re- 
sponsibility to the stockholders, the em- 
ployees, the general public and the 
government. If this be the prevail- 
ing psychological background of busi- 
ness leadership, and I am certain it is, 
there is no better way of discharging 
our obligation to management than by 
giving voice and emphasis to the data 
which lies within the reach of every 
accounting executive. Management 
must have this information, translated 
in such manner as to fit the under- 
standing of each group which it in- 
forms, and as the right arm of manage- 
ment the accounting executive occupies 
a key position in these relationships. 
Acceptance of this opportunity may 
well mark his contribution to the suc- 
cessful operation of business enterprise 
in the changing social and economic 
order, and give him a larger place in 
the councils of management. There 
is no substitute for enlightened busi- 
ness leadership.” 

I congratulate you men upon the 
success of this conference. We who are 
accounting-minded must get together 
at meetings such as yours to search out 
those whose opinions differ from our 
own. They are the opinions that help 
us grow. They either make us more 
certain that we are right or they com- 
pel us to acquire a new set of opinions, 
and we need the views of other men to 
jar us out of our mental ruts. Thank 
you very much for your courtesy. 





Annual Meeting of Institute 

The Board of Directors of The 
Controllers Institute of America has 
set October 9 and 10, 1939, as the 
dates of the Eighth Annual Meeting 
of the organization, in New York 
City. Controllers are asked to reserve 
those dates and to plan to attend. 
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Nine Recommendations Made by Central 
Statistical Board To Reduce Reports 


Nine recommendations have been 
made by the United States Central Sta- 
tistical Board which it believes will 
tend to relieve the pressure on business 
concerns in the United States caused by 
the necessity of making multitudinous 
reports to federal agencies—reports 
largely statistical in character. 

The recommendations are: 


1, That further consideration be given to 
technical changes in the Federal tax laws 
and procedures which would provide, in 
so far as is consistent with fiscal policy, 
for: (a) the consolidation of tax returns 
in cases in which any considerable group 
of persons is required to file two or more 
types of such returns in any one year; 
(b) acceptance by the Bureau of Internal 
Revenue, in lieu of all or part of any 
tax return, of any sworn report made to 
a regulatory agency which provides the 
required information; and (c) such other 
modifications in tax returns as would 
lighten the burden of making reports 
either to the tax authorities or to other 
Federal agencies. 

2. That provision in law be made to 
promote and encourage Federal agencies 
collecting information on a confidential 
basis to make such information available 
for the use of other Federal agencies 
under rules designed to afford proper 
protection for the interests of individual 
respondents, these rules to be promul- 
gated by the President upon recommenda- 
tions of the statistical coordinating 
agency. 

3. That provision in law be made to 
relieve any Federal agency or officer of 
any requirement under existing law di- 
recting the collection of reports from the 
public, if substantially equivalent infor- 
mation which will meet the needs of such 
agency or officer is available from other 
reports to any Federal agency. 

4. That provision in law be made that, 
notwithstanding any previous provision 
to the contrary, no respondent shall be 
required to report information to a Fed- 
eral agency when such information is ob- 
tainable from reports previously made to 
the same agency, unless the collecting 
agency shall have established before the 
statistical coordinating agency that the 
duplicate request is necessary. 

5. That the 


Statistical coordinating 


agency be directed to arrange for the 
establishment and maintenance of classi- 
fied address lists of respondents so that 
for each important group of respondents 
there may be a standard list available to 
all Federal statistical and report-collect- 
ing agencies. 





6. That it be recognized as sound in 
principle and necessary in practice that 
the various statistical and report-collect- 
ing services of the Federal Government 
be for the most part attached to agencies 
having administrative or other responsi- 
bilities relating to the subject of the re- 
ports; and that, because of this decentral- 
ization of the statistical and reporting 
services, it is essential that there be a sta- 
tistical coordinating agency with adequate 
powers. 

7. That provision in law be made as 
follows: (a) that when the needs of two 
or more Federal agencies for reports 
pertaining to a given field of interest or 
from a given group of respondents can 
satisfactorily be met by the collection of 
such reports through a single agency serv- 
ing as the agent of both or all such 
agencies; and when the statistical coordi- 
nating agency after due investigation 
shall have found such an arrangement 
to be in the public interest, it shall, sub- 
ject to approval of the President, provide 
for the collection of the reports involved 
by a single agency which it shall desig- 
nate; (b) that after such a designation 
such arrangement shall apply to any new 
collection service within the field of inter- 
est or involving the group of respondents 
in question, unless the need for other 
arrangements is established before the 
statistical coordinating agency; and (c) 
that such arrangement shall be extended 
to reports now being collected, as soon 
as found practicable and in the public 
interest; provided that such arrangement 
shall not be allowed to hamper any 
agency in obtaining information needed 
in the performance of its duties. 

8. That Federal agencies be required 
by law to keep uniform records of all 
questionnaires and report forms adopted 
and used to collect information from the 
public and to make reports on their adop- 
tion and use to the statistical coordinating 
agency; and that responsibility in each 
agency for authorizing the use of such 
forms and for the maintenance of such 
records be centralized. 

9. That in cases where the statistical 
coordinating agency is unable to reduce 
or eliminate unnecessary duplication in 
reports to Federal agencies, it be required 
to hold a hearing on the nature and rea- 
sons for such duplication and to report 
its findings to the President; and that the 
President be given power to eliminate 
such duplication. 


These recommendations appear in a 
report compiled as of December 31, 


1938, by the Central Statistical Board, - 


at the request of President Roosevelt 








The President imme- 
diately transmitted the report to Con- 
gress, and it was ordered printed by 


early in 1938. 


the House of Representatives. It is 
believed that steps will be taken to 
make the nine recommendations effec- 
tive. Dr. Stuart A. Rice is chairman 
of the Central Statistical Board. 

The Statistical Board consulted with 
the federal agencies which originate 
requests for reports from business. It 
also requested the cooperation of The 
Controllers Institute of America, which 
has been concerned since 1933 with 
the problem of reducing the volume of 
reports required. 

The Board found that more than 
135,000,000 returns on 4,700 different 
report forms had been made in one 
year. They were classified as ‘‘admin- 
istrative’ and “‘non-administrative’’ re- 
ports, those in the first class being 
needed to enable federal agencies to 
apply laws or regulations; and those 
in the second class were for general 
statistical purposes. Ninety-eight mil- 
lion of the reports were classed as ad- 
ministrative, of which forty-seven 
million forms were from business men, 
and about eighteen million were from 
farms. 

Business returns, both administrative 
and non-administrative, totaled about 
sixty million. They represent an aver- 
age of twenty returns annually for each 
enterprise, and they called for an aver- 
age of answers to 65 questions for 
each return. The burden fell most 
heavily on concerns in regulated fields, 
and upon large scale enterprises. Some 
large railroads made as many as 1,000 
returns annually, averaging 150 ques- 
tions per return. 

The biggest problem is elimination 
of duplication of requests for data by 
different agencies. Another major 
problem is elimination of variations 
in definitions. Still another problem 
is the spacing of dates on which re- 
ports are demanded. The first quarter 
of the calendar year is the heaviest. 


President Seybold Addresses Controls 


President Roscoe Seybold, of The Con- 
trollers Institute of America, is scheduled 
to address meetings of controllers in In- 
dianapolis, St. Louis, and Kansas City, on 
February 8, 9, and 10, respectively. The 
meetings in Indianapolis and Kansas City 
will launch new Controls which have been 
in process of organization for nearly a year. 
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QUESTION CONCERNING 
“DIVIDEND PAID CREDIT” 


Here is a question in taxation which 
was propounded recently to members 
of the San Francisco Control, which, 
after discussing it for some time, re- 
ferred it to national headquarters. An 
effort is being made to obtain some- 
thing definite, to aid this taxpayer in 
making his return. The question: 


Many of the members will soon be 
preparing corporation federal income 
taxes under the 1938 act, and the fol- 
lowing is an actual problem encount- 
ered by a member that has been re- 
ferred to the national office, which may 
be of immediate interest to you: 

A corporation had substantial bank 
loans outstanding at December 31, 
1937 in the form of 90 day notes. 
These notes were renewed in 1938, 
some of them being renewed a number 
of times. No reference was made in 
the renewal notes to the original notes, 
which were stamped “renewed.” These 
renewal notes were subsequently paid 
off in 1938. 

Section 27 (a) (4) of the Revenue 
Act of 1938 provides a “dividend paid 


credit” of—‘amounts used or irrevo- 
cably set aside to pay or to retire in- 
debtedness of any kind, if such amounts 
are reasonable with respect to the size 
and terms of such indebtedness. As 
used in this paragraph the term ‘in- 
debtedness’ means only an indebted- 
ness of the corporation existing at the 
close of business on December 31, 
1937, and evidenced by a bond, note, 
debenture, certificate of indebtedness, 
mortgage, or deed of trust, issued by 
the corporation and in existence at the 
close of business on December 31, 


Is the company entitled to such a 
credit ? 

Presumably the issuance of the re- 
newal notes did not discharge the 
original indebtedness, so that the pay- 
ments made in 1938 were made to dis- 
charge an indebtedness which was in 
existence on December 31, 1937. How- 
ever, Section 27 (a) (4) defines in- 
debtedness as follows: 


“As used in this paragraph the term 
‘indebtedness’ means only an indebted- 
ness of the corporation existing at the 
close of business on December 31, 
1937, and evidenced by a bond, note, 
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debenture, certificate of indebtedness, 
mortgage, or deed of trust, issued by 
the corporation and in existence at the 
close of business on December 31, 
1937.” 


The renewal notes were, of course, 
not in existence on December 31, 
1937. 

In the report of the Conference 
Committee on the 1938 Revenue Act, 
it was said: 


“Indebtedness represented by a re- 
newal obligation issued after Decem- 
ber 31, 1937, will not be classed as in- 
debtedness, nor will the issuance of a 
renewal obligation subsequent to De-- 
cember 31, 1937, be considered pay- 
ment of an indebtedness.” 


Possibly a renewal note executed 
after December 31, 1937 does not meet 
the requirements of Section 27 (a) 
(4) and the corporation may not be 
entitled to the credit. 

The Treasury has not yet issued any 
regulations covering the question, how- 
ever, and it is conceivable that the sec- 
tion might be interpreted so as to en- 
title the corporation to the credit. 
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REVIEWS of Recent Business Publications 


IF INFLATION COMES, What You Can 
Do About It, by Roger W. Babson, 215 
pages, first published early in 1937. Fred- 
erick A. Stokes Co., New York. $1.35. 


The substance of this book is as fol- 
lows: Inflation comes when the amount of 
cash and checks traded increases relative 
to the volume of goods and services sold. 
The same effect can be produced by cur- 
tailing the supply of goods. The reverse 
is deflation which comes when the supply 
of goods increases faster than the supply of 
money. Inflation may be caused by an ex- 
pansion of either currency or credit. The 
latter may be brought about by either gov- 
ernment borrowing (1917-20) or private 
borrowing (1927-1929). It may be set off 
by the former and continued unchecked by 
the latter after the government budget has 
been balanced. 

Currency inflation usually is based on 
fear; credit inflation is likely to come from 
over borrowing based on unwarranted con- 
fidence. In practical results currency in- 
flation and credit inflation tend to merge in 
a twilight zone. Government bonds differ 
from greenbacks principally because the in- 
terest on them serves as a check on increases 
but the inflationary effect may be similar. 

The existing national debt is serious but 
solvable. The danger lies in its continued 
increase. When every dollar spent is 
matched by a dollar of taxes the voters 
soon take care of the spending, but when 
politicians are afraid to raise taxes and 
bonds can no longer be sold, inflation fol- 
lows. Dollar devaluation had the effect 
merely of cutting prices in foreign com- 
merce and there is still the possibility of 
international competition in this direction. 
Ultimately this is likely to bring higher 
commodity prices. 

Those who have money want to keep it 
valuable by making it scarce. Those who 
do not have money want to make it cheap 
so they can get some. Hence throughout 
the ages the pendulum has swung from de- 
flation to inflation according to whether the 
“Haves” or “Have Nots” were in the sad- 
dle. We all look down upon patent medi- 
cines when we are well. After, however, we 
have been sick a long time and the doctor 
has failed to cure us we turn to patent 
medicines ourselves. Like the voters we are 
then willing to try anything. Under a 
democracy inflation propaganda will always 
grow out of low and unprofitable prices and 
will tend to die out when prosperity is 
restored. 

Inflation appears absolutely necessary 
when people have not the money to pay 
taxes and when public expenditures must 
continue and government bonds can not be 
sold at a decent figure. 
raise enough to feed, clothe, and shelter 
themselves but there have often been times 
when great groups of people have not had 


Individuals may 


money to pay taxes. During the depths of 
the recent depression many resorted to bar- 
ter. Such can not help but feel that more 
money would facilitate such barter; cause 
more commodities and hence more wealth 
to be produced. Without doubt a certain 
amount of inflation during business depres- 
sions is justified. It helps carry a nation 
over an emergency the same as a stimulant 
will help a patient during a crisis. In each 
case the danger comes from the intoxica- 
tion which follows continued doses. People 
over borrow, over speculate, over build, and 
over buy. 

Stabilization of prices is very desirable 
but impossible without a two-way move- 
ment. People will vote to increase their 
profits but not to increase their losses. A 
democratic government can provide stimu- 
lants and crutches but it is difficult for it 
to take them away. Priming the pump may 
be necessary but unless the pump can be 
turned off the water may drown people in- 
stead of merely quenching their thirst. In- 
flation is economic and social dynamite. 
Yet managed currency might be possible 
without a dictatorship if changes can be 
made automatic and tied fast to an imper- 
sonal index of prices or cost of living. 

Nobody knows when the United States 
will next head inflationward but the chances 
are 6 to 4 that it will do so periodically 
and a strong probability that it will within 
the next decade. Credit inflation could 
bring commodity prices back to 1924-1925 
levels but perhaps only a war could bring 
prices back to 1920 levels. A world war 
would bring inflation quickest—a real dan- 
ger. It might easily leave only 20 cents 
of a dollar's purchasing power. But if we 
can get through 1945 without a world war 
there may be no real currency inflation for 
another generation. 

Inflation allures because its proponents 
argue (1) that it would reduce the burden 
of the public debt, but this seems like 
jugglery designed to cover virtual repudia- 
tion and default; (2) that it would put 
prices back to the level at which most long- 
term debts were contracted, but inflation 
fires kindle so slowly that by the time 
prices start upward deserving debtors may 
have lost their property to speculators who 
capture gains intended to succor the dis- 
tressed, (3) that it would prod hoarders 
into spending and stimulate business activ- 
ity and thus increase employment and prof- 
its but instead creditors may be led to pre- 
fer speculation and to withhold lending 
until prices are at a peak, thus creating a 
new class of debtors for the subsequent 
deflationary period. 

Inflation may benefit (1) some owners of 
farms, timber, and other natural resources 
who buy little from others and are able to 
sell in a rising market unhampered by gov- 
ernment price control, (2) some owners of 
real estate properly located and constructed 


provided leases are short and rent increases 
unlimited by government, (3) debtors who 
have sufficient working capital to avoid 
foreclosure, (4) government through rising 
taxes provided inflation does not become 
chronic, (5) unemployed wage earners who 
may get jobs, (6) business concerns which 
own sufficient supplies of raw material and 
in general business concerns already oper- 
ating at a profit and thus able to finance the 
required large increase of working capital 
from surplus earnings or the sale of junior 
equities. It would give the coal industry 
a new lease of life and help non-ferrous 
mining and integrated oil companies. It 
should benefit the chemical industry with 
its large ownership of natural resources 
and high degree of mechanization. While 
some think essential industries would bene- 
fit most, yet these are more likely to be 
restricted by government price pegging. 
Hence the non-essentials such as movies, 
jewelry, and candy might do better. Fire 
insurance companies should gain because 
owners increase their coverage and protect 
their property better when values are rising. 

Except as confidence due to rising prices 
may lead to increased production and em- 
ployment of labor and capital, the gain of 
some is the loss of others. These are usually 
the thrifty citizens who have saved money 
and kept out of debt, i.e., bond and mort- 
gage holders, leasors; the money changers 
and money lenders rather than the indus- 
trialists and merchants in active business— 
the older ones who have earned their money 
in the past rather than the young who have 
theirs still to earn. As a group, however, 
the poor and unskilled tend to suffer more 
than the rich and intelligent. Wages of 
those already employed lag behind the cost 
of living and savings accounts, pensions, 
and annuities lose their purchasing power. 
Life insurance beneficiaries would suffer 
and the companies also might find it diffi- 
cult to meet rising expenses out of income 
determined by past contracts. 

Stockholders in concerns forced to over 
borrow for working capital might find their 
equity wiped out. It was this over borrow- 
ing which “busted” so many European cor- 
porations in the 1920’s (e.g., Stines enter- 
prises). Owners of government and other 
long-term bonds with low interest rates 
bought near par suffer if they have to sell 
during a credit inflation when interest rates 
are high; they lose in dollars as well as 
in the purchasing power thereof. Utilities, 
railroads, dairies, and bakeries might find it 
hard to increase their selling prices as fast 
as their costs. Building, automobiles, steel, 
tires, shoes, and textiles might share in the 
early stimulation but lose out in the end. 

There is no sure way to make money 
during a serious inflation. One can not tell 
when to sell and if one sells there is 
nothing to buy which is not also high 
priced. Successful investors in countries 
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REVIEWS of Recent Business Publications 


which experienced inflation stayed through 
inflation and the stabilization period with- 
out selling. They refused to borrow, loan 
or sell, and just sat pat. In that way they 
avoided loss but they did not profit. Securi- 
ties are useful during inflation only for 
reducing or preventing losses. 

If one knew that inflation was coming 
and that there would be no legislative 
curbs one might buy equities and plan to 
pay off mortgages in depreciated currency. 
But one never shall know certainly before- 
hand the extent or duration of the infla- 
tion that is coming or the extent to which 
the game may be halted by legislation fixing 
prices, rents, and the like. During infla- 
tion the stakes in the battle for property 
and political power are tremendous. (In 
Germany the inflation was used to destroy 
the young democracy and restore to power 
the old landed nobility and military class.) 
Students of inflation or of economics in 
general pay too much attention to the re- 
corded events and too little to the pulling 
of the strings behind the scene. 

It is never safe to hedge against inflation 
without also some hedge against unex- 
pected deflation. Hence it is best to diver- 
sify broadly but to beware of railroads, 
utilities, and corporations with fixed in- 
come. Purchase some stocks of concerns 
such as chain stores, movie houses, restau- 
rants, and the like, which do a cash busi- 
ness with flexible prices. Include some 
stocks of companies engaged in colonial 
business with primitive people to whom in- 
flation has no meaning. It is better to buy 
safe bonds with early maturities even with 
low interest or else non-callable 30 to 40 
year bonds with good yields. Do not buy 
long-term low-interest bonds, especially if 
callable. Some day the 314 per cent. bonds 
will sell for 70; wait and buy them then. 
A reserve of cash or good short-term notes 
to carry one through period of adjustment, 
and a large working capital for the busi- 
ness are very essential. 

All of which means: 20 per cent. in use- 
ful real estate or commodities, 20 per cent. 
in very short-term bonds which are sure of 
payment at maturity, and 60 per cent. in 
carefully selected stocks. But even so; 
there is no telling. Better avoid inflation. 
Robust health, good judgment, and spiritual 
faith are the only real hedges against trou- 
ble of any kind. 

Reviewed by E. STEWART FREEMAN. 


FEDERAL TAX PRACTICE, Revised Edi- 
tion, by Robert H. Montgomery and J. Mar- 
vin Haynes, C. ]. McGuire, W. C. Magathan, 
James O. Wynn. Ronald Press Co., New 
York. 900 pages. $10. 

Col. Montgomery, as all controllers 
know, is one of the foremost authorities 
on the technique of handling contested 


tax cases. ‘Federal Tax Practice’ has 
since its publication in 1929 been a valu- 
able guide for those handling unsettled 
cases arising out of the federal tax laws 
of any year. It offers counsel that helps 
to determine whether particular cases 
should be contested. It explains the re- 
quirements of evidence that are vital in 
seeing from the start that accounts and 
records are properly prepared and pre- 
sented. 

The book has been not merely enlarged 
but practically rewritten so that the Re- 
vised Edition is up to date as to both 
legal and accounting requirements. It in- 
corporates all the many changes made by 
successive Revenue Acts from 1932 
through 1938 and the many important de- 
cisions by the Treasury, Board of Tax 
Appeals, and federal courts relating to 
practice and procedure. 

The book is divided into three parts: 
Part I (172 pages) is a guide to proced- 
ures and rights in the formal contact and 
negotiations with revenue agents and 
other Treasury Department representa- 
tives. It explains the organization of the 
revenue service and how it operates. Part 
II (225 pages) elucidates the more tech- 
nical procedure before the Board of Tax 
Appeals. It gives clear and constructive 
explanation of what must be done in pre- 
senting cases and helpful suggestions as 
to what should be done. Part III (390 
pages) relates to procedure before the 
federal courts in appealing from adverse 
decisions and in contesting appeals by the 
commissioner. There are also many help- 
ful appendices and indices. 

The majority of tax questions fall into 
a relatively small number of groups. 
Usually before the statute of limitations 
operates to bar action on the part of a 
taxpayer, someone else will litigate dis- 
puted points in the group that concerns 
him. Instead of beginning court proceed- 
ings it often pays to wait for some other 
taxpayer to initiate the action. Sometimes 
one may safely wait two or three years. 
But without some such book as this one 
may not know and may either wait too 
long or incur unnecessary expense. 

Reviewed by E. STEWART FREEMAN. 


THE INTERPRETATION OF FINAN- 
CIAL STATEMENTS, by Benjamin. Gra- 
ham and Spencer B. Meredith. Harper & 
Bros., New York. 130 pages, $1.00. 
This is an elementary book composed of 
material used in courses in security analysis 
given by the New York Stock Exchange In- 
stitute. The first part is a simple, clear, 
and concise explanation of various terms 
used in financial statements and in connec- 
tion therewith. This is followed by a dis- 
cussion of ratio analyses and tables of 


average ratios. The last quarter of the book 
is devoted to definitions of 224 of the most 
frequently used financial terms. It is a 
book for juniors in the investment field 
rather than for the student of accounting 
or business control. 


EMPLOYERS AND THEIR GREATEST 
ASSET, A Way to More Profitable Em- 
ployer-Employe Relationships, by Karl M. 
W ehinger. Francis Emory Fitch, New York, 
New York. 200 pages. $2. 
Contributing causes of employee unrest 
are political opportunists, labor-union 
membership promoters, governmental ac- 
tion, publication circulation seekers, and 
employees themselves, but the author quotes 
Walter Lippman, 1937: “I do not know 
of any case where employers have had 
serious trouble in which there was not 
something wrong in their treatment of, or 
in their attitude toward their employees.” 
“Where do many employers fall short 
of the mark? In several places ... . re- 
gardless of the fact that they sincerely 
believe they are doing all that is necessary 
and all that can be done.” The author's 
experience in interviewing thousands of 
employees permits him to list as causes of 
unrest: apparent lack of opportunity for 
advancement or of encouragement or pro- 
motion plans; raises too infrequent, never 
get one without asking for it; policy of a 
greater number of employees at the lowest 
possible wages instead of fewer employees 
of greater capacities at higher wages, which 
would reduce total payroll; too much over- 
time without recognition; too quick to fire 
employees; creating employee and com- 
munity prejudice by discharging or re- 
fusing to hire at a too early deadline; 
discourteous treatment by supervisors; disre- 
gard of employees’ health; lack of consid- 
eration for employees in trouble; too much 
red tape, machine-like coldness and lack of 
consideration in company policies; unwise 
use of physical and mental tests; trying to 
buy greater ability than needed or willing 
to pay for; exacting a lot from employees 
while executives set poor examples. These 
are some of the reasons which cultivate in 
the minds of employees receptivity to out- 
side influences unfavorable to the employer. 
Reviewed by E. STEWART FREEMAN. 


STREAMLINED FINANCIAL STATE- 
MENTS and SELL THE BUSINESS AS 
WELL AS THE PRODUCT, two pam- 
phlets of about fifteen pages each distrib- 
uted by Hearst Newspapers fo show cor- 
porate executives how they can popularize 
the facts of their business for presentation 
to their employees and advertising to the 
general public. 
Reviewed by E. STEWART FREEMAN. 
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Supreme Court Leaves Unsettled Question 
of Taxing Gains from Stock Deals 


By G. KIBBY MUNSON 
Attorney at Lau 

The Supreme Court ox the United 
States on Monday, January 30, in the 
two cases of Helvering v. R. J. Reyn- 
olds Tobacco Company and First 
Chrold Corporation v. Commissioner 
of Internal Revenue, settled the conflict 
between the United States Courts of 
Appeals for the Third and the Fourth 
Circuits over the question of the tax- 
ability of gains from the purchase and 
resale of a corporation’s own capital 
stock. The decisions of the two Cir- 
cuit Courts of Appeals were discussed 
in the July issue of THE CONTROLLER. 

The Supreme Court ruled that at 
least up to May 2, 1934, gains from 
the purchase and resale by a corpora- 
tion of its own capital stock are not 
taxable. The decision leaves the ques- 
tion open from the date of enactment 
of the 1936 Revenue Act, and perhaps 
from the date when the Treasury regu- 
lations were amended on May 2, 1934. 

The R. J. Reynolds Tobacco Com- 
pany, a New Jersey corporation, prior 
to and during 1929 purchased its own 
Class B common stock and treated such 
acquisitions as treasury stock. During 
1929 the Company sold shares ac- 
quired in that and prior years for a 
sum which exceeded cost by $286,- 
581.21. The Commissioner of Internal 
Revenue determined that the excess of 
selling price over cost was taxable in- 
come, basing his contention upon 
Treasury Regulation 74, Article 66, as 
amended by a Treasury decision of May 
2, 1934, stating that “where a corpora- 
tion deals in its own shares as it might 
in the shares of another corporation, the 
resulting gain or loss is to be computed 
in the same manner as though the corpo- 
ration were dealing in the shares of 
another. * * * Any gain derived from 
such transactions is subject to tax, and 
any loss sustained is allowable as a de- 
duction where permitted by the provi- 
sions of applicable statutes.”’ 

The Board of Tax Appeals sup- 
ported the commissioner in his con- 
tention, but the Circuit Court of Ap- 
peals reversed the Board’s ruling. 

The taxpayer argued before the Su- 


preme Court that under accounting 
theory and practice the purchase by a 
corporation of its own capital stock 
and its subsequent resale affected only 
capital and could not affect income. 
This was also the interpretative ruling 
of the Treasury Department from 1913 
to May 2, 1934. The Supreme Court, 
merely noting the taxpayer's argument 
based upon the theory and practice of 
accounting, decided the case on the 
general rule that Congress gave legisla- 
tive approval to existing regulations by 
repeated reenactment of uniform statu- 
tory provisions which had from 1913 to 
1934 been uniformly interpreted by 
Treasury rules and regulations, and 
decisions of the Board of Tax Appeals. 

While the R. J. Reynolds case in- 
volved the Revenue Act of 1928, the 
Supreme Court reached the same con- 
clusion regarding the Revenue Act of 
1932 in its decision in First Chrold 
Corporation v. Commissioner. Pre- 
sumably these decisions also overrule 
the United States Circuit Court of Ap- 
peals for the Second Circuit in the case 
of E. R. Squibb & Sons v. Helvering 
(decided July 11, 1938), involving 
the tax year 1932, which was discussed 
in the August issue of THE CONTROL- 
LER. However, the Supreme Court left 
for future decision the question 
whether Congress by reenacting with- 
out change in the Revenue Acts of 1936 
and 1938 the same provisions as were 
involved in the 1928 and 1932 Acts, has 
thereby approved the new interpretation 
of those provisions promulgated by the 
Treasury decision of May 2, 1934. In 
other words, the question remains 
whether an administrative body can 
change the meaning of a statute contin- 
uously reenacted in identical language 
by changing its interpretation of the 
statutory language during the course of 
such reenactment on the theory that 
when Congress reenacted the statute in 
the same language following the change 
in administrative interpretation Con- 
gress adopted and approved the new in- 
terpretation. The result is to leave uncer- 
tain whether at the present time a corpo- 
ration’s dealings in its own capital stock 
may result in taxable gain or loss. 
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Institute Literature 
YEAR BOOKS 


The Controllers Institute of 
America has issued six Year Books, 


| beginning with 1932. 


Members who have not provided 
themselves with copies of the Year 
Books issued prior to the time when 
they joined The Institute, may wish 


| to obtain the earlier books. 


They are available, at $1 a copy, 
but the supply is dwindling, and 
those who are interested in obtain- | 
ing them are urged to lose no time 
in putting in their requisitions. 

The Year Books form an interest- 
ing historical background of The 
Institute, containing reports of the 
discussions of the members in the 
earlier days, in which the policies 
and aims of The Institute were 
formulated; also many valuable 
papers, together with lists of mem- 
bers, by-laws, articles of incorpora- 
tion, and other interesting material. 
A complete set of the Year Books | 
will be useful to all members. 


Back NUMBERS OF “THE 
CONTROLLER” 

Publication of The Controller,” the 
monthly magazine issued by The 
Institute, was begun with the Febru- 
ary, 1934, issue. Prior to that time 
occasional printed bulletins and an- 
nouncements had been issued. A 
complete set of issues of “The Con- 
troller’ provides a supplementary pic- 
ture of the development of The In- 
stitute and of its work, as well as a 
series of articles which have been 
pronounced valuable contributions 
to controllership and to discussion of 
the problems of the controller. 

Copies of back numbers of “The 
Controller’—with the exception of 
the May, 1934, number, which is out 
of print—are available. Members of 
The Institute who wish to have com- 
plete files of The Controller” in their 
libraries, including the numbers 
printed before they became affiliated 
with The Institute, may obtain them 
at the special rate of 40 cents a copy. 
The supply consists of but 200 to 300 
copies of each number. 

Provision has been made for bind- 
ing sets of ‘The Controller’ by years, 
at a cost of $2 a volume; The Institute 
also can supply covers for retaining 
copies in loose leaf form. Limp 


| covers are to be had at $2 apiece. 


“ONE YEAR’S WorK”: “A YEAR 
OF PROGRESS’: ONE YEAR'S 
ACTIVITIES” 


These are the titles of booklets 
issued in August, 1934-1935, re- 
spectively, in which the activities of 
The Institute during the years named | 
are set forth in considerable detail. | 
These booklets may be had by mem- | 
bers and others without charge, on 


| application, as long as the supply 


lasts. 

















INSTITUTE ACTIVITIES-COMMUNICATIONS 


NEW MEMBERS ELECTED 


At a meeting of the Board of Directors 
of The Controllers Institute of America, 
held January 31, 1939, the applicants 
named below were elected to active mem- 
bership in The Institute: 


O. W. AHL 
Hibbard, Spencer, Bartlett & Company, 
Chicago. 
EskIL I. ByorK 
The Peoples Gas Light & Coke Company, 
Chicago. 
WILLIAM S. COCHRAN 
Ditto, Incorporated, Chicago. 
JaMEs P. COMPTON 
American Asphalt Roof Corporation, 
Kansas City, Missouri. 
M. G. KERR 
Union Oil Company of California, Los 
Angeles. 
W. L. LARKIN 
Boston Woven Hose & Rubber Company, 
Boston. 
Roy I. MITCHELL 
Empire Sheet and Tin Plate Company, 
Mansfield, Ohio. 
ANTHONY E. MoraLes 
N. Snellenburg & Company, Inc., Phila- 
delphia. 
H. E. MurcuH 
Goodyear Footwear Corporation, Provi- 
dence, Rhode Island. 
CHARLES J. NORTON 
Walker-Gordon Laboratory Company, Inc., 
Plainsboro, New Jersey. 
C. G. PHELPS 
Wolverine Brass Works, Grand Rapids. 
ALFRED SCHNEIDER 
J. Sullivan & Sons Mfg. Co., Philadelphia 
JosEPH R. SCHULZ 
Socony-Vacuum Oil Company, Inc., Chi- 
cago. 
DANIEL F. SECORD 
Rex Cole, Inc., Long Island City, New 
York. 
PAUL STARK 
Northern Indiana Power Company, In- 
dianapolis. 
R. B. STEWART 
Purdue University, Lafayette, Indiana. 
Orvis A. STURDY 
Manor Baking Company, Kansas City, 
Missouri. 
GEorGE G. UNGAR 
The Hub—Henry C. Lytton & Sons, Chi- 
cago. 
RICHARD D. VAN KIRK 
R. Cooper Jr., Inc., Chicago. 


Definition of Jobs 
(Continued from page 66) 
discriminated against, or that favor- 

itism prevails. 

Our clerks generally know that they 
must advance in rank after they have 
passed a certain salary position before 
they can be further advanced in salary. 

Fair classification of a staff is de- 
pendent upon accurate definitions of 
jobs. 


MEETINGS OF CONTROLS 


Detroit: 

Topic: “What a Banker Looks for 
on a Corporation Balance Sheet” 
Mr. Dennis A. Darin, vice-president of 
the National Bank of Detroit, was the 
speaker at the monthly meeting of the De- 
troit Control which was held on January 
11 at the Detroit Leland Hotel. His sub- 
ject was “What a Banker Looks For on a 
Corporation Balance Sheet.’ At the close 
of his remarks, he generously answered all 
the questions which were very freely asked 
by the members. Guests were invited to 

that meeting. 


District of Columbia: 
Topic: Unannounced 
Dr. Charles Pergler, Dean, National 
University, was the guest speaker at the 
January meeting of the District of Colum- 
bia Control which was held on January 24 
at the Carlton Hotel. He is an authority 
on economics and international law and 
spoke on current matters of particular in- 
terest at this time. 


Los Angeles: 
Topic: “National Wage and Hour 
Act” 

The monthly meeting of the Los Angeles 
Control was held on January 19 at the 
Clark Hotel. Mr. Frank B. Cole, manager 
of the Business Service Bureau of the Los 
Angeles Chamber of Commerce, discussed 
the latest developments in the Fair Labor 
Standards Act and a short digest of an- 
ticipated amendments in labor and social 
legislation in that state. He also answered 
questions with respect to problems which 
were presented by members in attendance. 


New England: 
Topic: “Reports to Stockholders” 
Mr. J. Chester Crandell, partner of 
Scovell, Wellington & Company, Boston, 
Mass., addressed the New England Con- 
trol at its January meeting on “Reports to 
Stockholders.’” He is the author of many 
articles on accounting, taxes, social secu- 
rity and other allied subjects; and has made 
significant contributions as a member of 
committees on legislation in taxation and 
unemployment compensation in Massachu- 
setts. The meeting was held on January 
17 at the University Club, Boston. 


New York City: 
Topic: “Business Conditions” 
So much interest was shown in the dis- 
cussion of business conditions by the group 
of members who attended the meeting on 
this subject on December 8, that it was 
voted to hold a second meeting in Janu- 
ary. This meeting was held on January 
12 at the Park Central Hotel at 6:30 P.M. 
with about twenty in attendance. Mr. 
D. Murray Shields, economist of Irving 
Trust Company, again acted as discussion 
leader. As agreed, several members of the 
group sent in to The Institute confidential 
information reflecting 1939 budget plans 
relative to inventories, sales, and profits. 


It was understood that the consolidated 
figures would be made available to Mr. 
Shields and to all members in attendance, 
but without identification of individual 
companies. This plan was adhered to 
strictly and Mr. Shields reported on a 
broad basis, signifying that only modest 
gains were expected for 1939 and that op- 
timism among controllers was cautious. 


New York City: 
Topic: ‘Revision of Rules and Reg- 


ulations Affecting Registration 
with Securities and Exchange Com- 
mission” 


Mr. Harold H. Neff, director of Forms 
and Regulations Division, Securities and 
Exchange Commission, addressed a well- 
attended monthly meeting of the New 
York City Control on January 19 at the 
Park Central Hotel. In presenting his sub- 
ject “Revision of Rules Affecting Regis- 
tration with Securities and Exchange 
Commission,” he discussed the problems 
encountered in the revision now in prog- 
ress and answered specific questions from 
members in attendance. The formal part 
of the evening closed with a rising vote 
of thanks to Mr. Neff in appreciation of 
his time and efforts in behalf of the mem- 
bers of the Control. President John H. 
MacDonald welcomed the following mem- 
bers from out of the city: Mr. Hugo 
Kuechenmeister of Ed. Schuster & Com- 
pany, Inc., Milwaukee; Mr. Harry F. 
Jopp, of Dictaphone Corporation, Bridge- 
port, Connecticut; and Mr. Charles F. 
Pendlebury, of Veeder-Root, Hartford, 
Connecticut. 


Philadelphia: 
Topic: “The Affairs of The Insti- 
tute” 

A cordial reception was given to Mr. 
Roscoe Seybold, national president of The 
Controllers Institute of America, and vice- 
president and controller of the Westing- 
house Electric and Manufacturing Com- 
pany, at the January meeting of the Phila- 
delphia Control. It was held on January 
5 at the Penn Athletic Club and had an 
attendance of forty, consisting of thirty- 
four members and six guests. All were 
glad to become acquainted with Mr. Sey- 
bold and listened with great interest to his 
very constructive address on “The Affairs 
of The Institute.” In the period following 
Mr. Seybold’s address the question of 
“Profit Sharing” was discussed, and it was 
found that among the forty persons in at- 
tendance, nine represented companies with 
profit sharing plans. Announcement also 
was made by Mr. D. H. Schultz, president 
of the local Control, that a luncheon meet- 
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INSTITUTE ACTIVITIES-COMMUNICATIONS 


ing would be held at the Penn Athletic 
Club on January 19 at 12:30 P.M. and 
that the discussion for that meeting would 
be on “Automobile Travel Expense.”’ 


Pittsburgh: 
Topic: “Changing Trends in Bank- 
ing” 

The guest speaker at the monthly meet- 
ing of the Pittsburgh Control which was 
held on January 23 at the William Penn 
Hotel was Mr. Laurence C. Bell, vice-presi- 
dent of the Union National Bank of Pitts- 
burgh. He addressed the members on 
“Changing Trends in Banking.” 


Rochester : 
Topic: “Inventory Valuation and De- 
preciation Problems” 

The questionnaire submitted last fall 
to the membership of the Rochester Con- 
trol by the program committee indicated 
that the combined subject, ‘Inventory 
Valuation and Depreciation Problems,” 
was in great demand for further discus- 
sion. A round-table discussion on this 
subject constituted the program for 
the monthly meeting of the Control, which 
was held on January 25 at the Rochester 
Club. Plans for 1939 with respect to in- 
ventory increase or decrease and deprecia- 
tion of capital assets were presented and 
freely commented upon by all members, 
without the direction of a discussion 
leader. 


St. Louis: 
Topic: None 
It was decided to postpone the regular 
January meeting of the St. Louis Control 
until Thursday, February 9. The postpone- 
ment was due to a promised visit by Mr. 
Roscoe Seybold, the national president of 
The Controllers Institute of America, who 
plans to discuss at that meeting the activi- 
ties of The Institute and the problems of 
the local Control. 


San Francisco: 

Topics: ‘Making the Annual Report 
Speak for Industry’”—‘Incentive 
Taxation”—“Problems and Future 
of the Unemployment Reserves 
Act” 

At the January meeting of the San Fran- 
cisco Control the following subjects were 
presented and discussed at round table: 
(1) “Making the Annual Report Speak 

for Industry.’”” Mr. Alden L. Bennett, 

of Crown-Zellerbach Corporation, 
was the discussion leader and re- 
ferred particularly to the latest meth- 
ods being followed by many corpora- 

tions to make the annual report a 

factor in public and employee rela- 

tions in addition to being a state- 
ment of financial condition. 

(2) “Incentive Taxation” was presented 
by Mr. C. C. Gibson, of the Paraffin 
Companies, Inc., president of the 
Control, who referred to correspond- 
ence exchanged with the subcommit- 
tee of the Finance Committee of the 
United States Senate which is still 
conducting hearings on the subject. 


(3) “Problems and Future of the Unem- 
ployment Act,” a copy of a recent 
address by Mr. C. B. Tibbetts, rep- 
resenting industry on the California 
Unemployment Reserves Commis- 
sion, was read by Mr. E. V. Mills, 
of Fireman’s Fund Insurance Com- 
pany. The address indicated the 
ratio of tax collections to benefit 
payments, the rate at which unused 
reserves are accumulating, and the 
effect of the proposed amendments 
to the Act for liberalizing benefits 
and reducing tax collections. 


The meeting was held on January 19 
at the Hotel St. Francis and was well at- 
tended. 


Syracuse: 
Topic: “Revenue Act—1938” 
A round-table discussion on “Revenue 
Act—1938” constituted the program of the 
regular monthly meeting of the Syracuse 
Control which was held on January 16 at 
the Industrial Club. Mr. Joseph W. Crosby 
of Will & Baumer Candle Company, Inc., 
was the leader. The out-of-town members 
had been urged to make a special effort to 
attend this meeting in order to present their 
opinions and observations. Two new mem- 
bers were welcomed at the meeting—Mr. 
Karl M. Haendle, secretary and controller, 
First Trust and Deposit Company, Syracuse, 
N. Y., and Mr. John K. Hill, treasurer and 
controller, Norwich Pharmacal Company, 
Norwich, N. Y. 


Twin Cities: 
Topic: “Minnesota Unemployment 
Compensation Act” 

The monthly meeting of the Twin Cities 
Control was held at the St. Paul Athletic 
Club on January 3. Mr. H. P. Buetow, of 
Minnesota Mining & Manufacturing Com- 
pany and a member of the local Control, 
made his report on the Minnesota Unem- 
ployment Compensation Act. He outlined 
desirable revisions to simplify the handling 
of reports to the department, and also to 
enable the employers to receive proper 
figures from the department as to the 
status of funds paid in. The report and 
recommendations were discussed thoroughly 
by the members, and the motion was unani- 
mously carried that Mr. Buetow be ap- 
pointed the chairman of a committee to 
work on this problem, so that recommenda- 
tions can be made to the committee ap- 
pointed to consider the Act in the present 
state legislative session. 


Buffalo: 
Topic: Presentation of Charter to the 
Buffalo Control 
The special guests of honor at the meet- 
ing of the Buffalo Control on January 10 
at the Buffalo Club were two of the na- 
tional officers of The Institute, President 
Roscoe Seybold and Managing Director 
Arthur R. Tucker. They presented the char- 
ter to the Buffalo Control and discussed 
with the members the affairs of The In- 
stitute, including particularly the progress 
and problems of the local Control. 


Chicago: 
Topic: ‘“Estates—Taxation, Conserva- 
tion and Preservation” 

The speaker for the regular meeting of 
the Chicago Control which was held on 
January 24 at Harvey's Restaurant was 
Mr. John Morrell of the Equitable Life 
Insurance Society. He is an outstanding 
authority on estate matters—wills, revoca- 
ble and irrevocable trusts, stock retire- 
ment agreements, federal estate and state 
inheritance and gift taxes. His subject 
was ‘Estates—Taxation, Conservation, 
and Preservation.” 





Cincinnati: 
Topic: “Present Day Taxation Prob- 
lems” 

The fifth regular meeting of the Cin- 
cinnati Control was held on January 17 
at the Hotel Alms. Mr. George F. Bren- 
ner, of the Cincinnati Gas and Electric 
Company, a director of the local Control, 
presided, and Mr. Howard G. Hel- 
frey, of the Drackett Company, acted as 
secretary. The meeting which took the 
form of a discussion on ‘Present Day 
Taxation Problems.” Mr. M. W. Gries- 
baum, of the A. Nash Tailoring Company, 
a member of the Control, was the dis- 
cussion leader. 


Cleveland: 
Topic: “Management Engineering” 
The monthly meeting of the Cleveland 
Control was held on January 10 at the 
Hotel Cleveland. Mr. James L. Allen of 
Booz-Fry-Allen & Hamilton, business sur- 
veys and management counsel, of Chicago, 
was the speaker of the evening. His sub- 
ject was “Management Engineering.”’ 


Personal Notes 

Mr. Edward V. Mills, controller of the 
Firemen’s Fund Insurance Company of 
San Francisco, who has been a member 
of The Controllers Institute of America 
for several years, who is a member of its 
National Board of Directors, and a vice 
president, has been elected a director of 
the San Francisco Chamber of Commerce 
and appointed a member of its Executive 
Committee. 

Mr. Frederick H. Meeder, assistant con- 
troller for the New York Central System, 
retired on January 31, 1939, after com- 
pleting fifty-three years of service with the 
System. Mr. Meeder is a director of the 
New York City Control of The Controllers 
Institute of America and has been active 
in its work. He became a member of The 
Institute on July 7, 1932. 

Mr. Henry A. Stix, a member of The 
Controllers Institute of America, has had 
conferred on him the title of controller 
of Associated Gas & Electric Company. 
He has been a member of The Institute 
since September 14, 1934. 


Eastern Spring Conference of Con- 
trollers, April 24, 1939, at Waldorf- 
Astoria Hotel, New York City. 
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EMPLOYMENT 


Management-Minded Controller 


A resourceful and conscientious execu- 
tive, qualified by ability and experience to 
accept management authority and respon- 
sibility, is available. Can prepare and pre- 
sent management-minded reports to presi- 
dent and directors on costs and methods of 
manufacture, administration, distribution, 
and finance. Has installed the general and 
standard cost accounting procedure in a 
textile corporation doing more than $6,- 
000,000 annual sales. Handled federal, 
state, and municipal taxes. Experienced in 
sales, financial and expense budgets, insur- 
ance, credits, production and inventory 
control. With textile manufacturer near Phil- 
adelphia over eleven years, present posi- 
tion as controller includes economical and 
efficient management of administrative office 
with more than 100 employees. A Protes- 
tant, 40 years old. Young and flexible 
enough to adapt himself to established pol- 
icies; Old enough to use tactful, mature 
judgment in the execution of these poli- 
cies. Can be depended upon to maintain 
a high standard of ethics and administra- 
tion. Address No. 275, “The Controller.” 


Controller Wishes New Connection 


Certified public accountant and member 
of the bar, with background of twenty 
years’ successful experience in industrial 
and financial accounting and related prob- 
lems, now employed as treasurer and con- 
troller of a large corporation located in the 
east and doing a nationwide business, 
would consider a change. Can furnish as 
references some of the leading industrialists 
and financiers of the country. Write ‘The 
Controller,” Box 291. 


Controller—Financial Officer 


Backed with a successful record of 
eighteen years of experience in the execu- 
tive offices of a large manufacturing cor- 
poration, during the past ten years as 
assistant treasurer and controller, this man 
is now available for a new connection 
with a corporation in a similar capacity 
where his broad experience can be fully 
utilized. He is thoroughly experienced 
in every phase of general and cost account- 
ing functions, inventory control, budg- 
etary control, accounting machine ap- 
plication and system installation, as well 
as, a broad knowledge of corporate in- 
surance matters. Also possesses thorough 
knowledge and experience of federal and 
state tax laws and reports, as well as the 
underlying accounting practice pertain- 
ing thereto. In this connection he has de- 
veloped an ingenious plan of accounting 
co-ordination for property and deprecia- 
tion reserve accounts for both internal 
and tax purposes, in view of the impor- 
tance of this phase of modern account- 
ing practice. He has been successful not 
only in organizing and directing a large 
accounting and financial organization, 
but in producing results to the end that 
financial and operating data were quickly 
available at all times for current manage- 
ment use. His age is 41 years. Protes- 


The Controller, February, 1939 


tant. Education consists of Wharton 
School, University of Pennsylvania, and 
other recognized accounting and business 
training. Address No. 292, ‘The Control- 
ler.” 


Accountant—Office Manager—Auditor 

Fifteen years’ diversified experience; 
executive accounting, personnel super- 
vision, detail organizer, budget director, 
inventory control, costs, statements, cred- 
its, collections, correspondent, taxes; de- 
pendable executive assistant; 35, married, 
university graduate. Address, No. 294, 
“The Controller.” 


Indianapolis Control Organized 


The Indianapolis Control was granted 
a charter by the Board of Directors of 
The Controllers Institute of America 
at a meeting held January 31, 1939. 
The Control starts off with ten charter 
members as follows: 

E. J. Dowd, Schwitzer-Cummings Com- 
pany, Indianapolis; Carl Eveleigh, Eli Lilly 
& Company, Indianapolis; F. H. Lamb, 
Merchants Distilling Corporation, Terre 
Haute; S. C. Land, Continental Steel Cor- 
poration, Kokomo; E. M. Karrmann, Amer- 
ican United Life Insurance Company, In- 
dianapolis; O. J. Norris, Ross Gear & Tool 
Company, Lafayette; B. C. Schaefer, Ad- 
vance Paint Company, Indianapolis; V. C. 
Seiter, Citizens Gas & Coke Utility, Indian- 
apolis; Paul Stark, Northern Indiana Power 
Company, Indianapolis; R. B. Stewart, Pur- 
due University, West Lafayette. 

The first steps toward organizing a 
Control in Indianapolis were taken in 
the Spring of 1938 when a Midwest 
Conference of controllers was con- 
ducted in that city. At that time, con- 
trollers of various companies in Indian- 
apolis discussed plans for forming a 
Control. Visits to Indianapolis were 
made by the Managing Director of The 
Institute in the fall of 1938, and by 
Mr. J. H. MacDonald. At those 
meetings the details of the organiza- 
tion were mapped out. 


Farewell Luncheon to Earl D. Page 

A farewell luncheon was tendered to 
Mr. Earl D. Page by tne Philadelphia 
Control on December 16, 1938, shortly 
before he left that city for Chicago, 
where he became controller of the Cudahy 
Packing Company on January 1. Present 
and past officers and directors of the 
Philadelphia Control participated in the 
luncheon. 


SEC Revises Rules 
(Continued from page 55) 
It is impossible to use language which 
will not be subject to interpretation. 
To attempt to make the regulation such 
as to be capable of mechanical appli- 
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cation would certainly, even if possi- 
ble, lead to undue length and to a 
too great rigidity. Some people have 
thought that there was already in the 
existing regulations too much detailed 
provision. The general tone of com- 
ment, however, has been for more. 

Many requests have also been made 
for detailed instructions as to mechan- 
ical details, which it would seem 
should be left to common sense and 
judgment. Along the same line were 
requests for additional instructions in 
terms of percentages, which, it is be- 
lieved, likewise should not be included, 
since they always have the possibility 
of error due to the limits of providing 
in the abstract for the given instance; 
as an example, many people have 
thought that additional instructions 
should be made as to what contracts 
should be furnished. The norms which 
have been provided show that insig- 
nificant contracts need not be furnished 
and that, it would seem, is all that can 
be done. 

Many other comments have as their 
basis that information should be left 
out as being private in character. Cer- 
tainly in principle, nothing essential 
for investment understanding can be 
private in a public company offering its 
securities for general distribution. The 
only limitation along such lines would 
be not to require the information if the 
furnishing thereof would harm the 
business of the issuer and if that harm 
outweighs its theoretical advantage for 
investment analysis. 

All the other comments and criti- 
cisms have been carefully weighed and, 
if they are not followed, it will be 
because of what are thought to be 
good reasons, taking the problem as a 
whole, for not doing so. 





To the Controller of an Inquiring, rather 
than a Satisfied Mind 


MICHECKS 


INCORPORATED 
73 MURRAY ST. NEW YORK, N. Y. 


An Accounting Procedure, paid for by the 
erder for checks which make it effective 





Complete your A/P. Payroll or Dividend 
operations solely by typing your checks 
from rolls on a typewriter—usable for or- 
dinary purposes when not typing checks. 
La Monte Safety Paper Used. 














CONFERENCE =‘ 
TELEPHONE SERVICE, © 


brings busy men together 
any time—anywhere—inexpensively 


This modern service makes it possible 
for men miles apart to talk things 
over as if they were face to face. Every 
one can hear and be heard. Direct, 
personal discussion prevents delays 
and misunderstandings. Questions 
are cleared up and decisions made 
quickly. 

The scattered executive committee 
of a wool marketing association 
meets by telephone at 10% of the 
cost of a customary conference. ... 

The sales manager of 
a can company used 
a three-way hook-up 
with two customers 





—got permission to divert a ship- 
ment of cans from one to the other 
—and saved a bumper crop of toma- 
toes. ... A brick company quotes 
prices and discusses terms with all 
of its dealers in “he same territory 
at the same time by conference 
connection. 

There are many other uses for Con- 
ference Service. The savings in time 
and money are obvious. Up to six 
telephones—more, by special ar- 
rangement—can be 
connected. Just ask | 
Long Distance for the 
Conference operator. 

















UNLOCK DITTO OPPORTUNITY 
With Ditto’s Speed-Up Action! 






STATEMENT 





PRODUCES: 
















* ENVELOPES RECEIPTS ¢ 


“ORMS-eRom-oNE-W® 


Management shifts position quickly these days, and accountancy must 





a ae a ee —_ furnish the guiding data more completely, and more quickly. 
| liquid and gelatin Accounting theory is quick enough, but accounting “machinery” is 
type duplicators. not—not when time-consuming and error-producing recopying, re- 
checking and posting stand between HAVING the data and GIVING it to 
management! 


Ditto ends that! With rapid duplication and photographic accuracy 
Ditto completely eliminates time-waste and error, permitting you to 
provide COMPLETE data QUICKLY. 






Above: Forms show « te FRewo 5 
how Ditto elimi- 2 fh] we” 
nates payroll time \* account! - 


waste and error; \ ae es. 


Get This Significant Study 


For professional reasons, get —— = meee eee ae 





timekeeper’s original record Bi J ee ry 
a oe ee ham \, suman C.P.A.—eerely one of the ‘DD 
furnishes Government data. ase Soo wand important accounting i | QO F24C. 
Fully detailed in “Stream- Sg ieee monographs today. Sent with- 1 ples : ay 
lining Your Payroll.” Free. —_— out obligation. { 2203 W. Harrison St., Chicago 
1 


Send for it. Gentlemen: Without obligation please 
( ) Send me “Streamlining Your Payroll.’ 

( ) Send “A New Trend in Accounting.” 

( ) Arrange a Ditto demonstration for me, 


v 
\ 7 jae} } errr TT rrrer rere eee er 
a) 
BARGAINS IN RESULTS! Chemically, Ditto paper, inks, carbon, rolls and films Aes D+: peek oy 2 ead eee 
coordinate perfectly.Match Ditto duplicators with Ditto supplies for top results! 
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..A.S. offers 
LIFE SCHOLARSHIP PRIVILEGE 


NE of the many attractive features of the home- 
O study training plan offered by the Inter- 
national Accountants Society, Inc., is the Life 
Scholarship Privilege, which entitles the subscriber 
to follow his own selection of a comprehensive 
post-graduate study program after finishing his 
diploma course. 

There is no additional charge for the Life Schol- 
arship Privilege. The total tuition cost is included 
in the reasonably low enrollment fee. 


The full I.A.S. curriculum consists of 250 les- 
sons. From among this wealth of up-to-date text 






































N whatever time he chooses, whether immedi- 
ately following his completion of a diploma 
course or years afterwards, the I.A.S. graduate can 
continue to broaden his accounting knowledge by 
study of any advanced subjects which are included 
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CONTROLLER(0lessons) }——={ DIPLOMA }— 
—{ COST ACCOUNTANT (S0Lessons) [-——{ DIPLOMA -}— 
—{ PUBLIC ACCOUNTANT (50 Lessons) -—~{ DIPLOMA }— 
—{ EXECUTIVE CONTROL (50 Lessons) -——{ DIPLOMA -— 
+—{_ OFFICE MANAGER (50 Lessons) -—~{ DIPLOMA -}— 


material there are five separate groupings of elective 
lessons—the Controller group; the Cost Accountant 
group; the Public Accountant group; the Executive 
Control group; and the Office Manager group— 
each of which in combination with basic sections 


constitutes a ninety-lesson diploma course. 


Every I.A.S. subscriber who, within five years 
from date of enrollment, graduates from a diploma 
course may take up one post-graduate subject after 
another, with full instruction, grading, and con- 
sultation service on all the remaining 160. lessons. 





160 lessons) 


LIFE SCHOLARSHIP 











in the present curriculum or any which are later 
offered. In our opinion this Life Scholarship Privi- 
lege gives a wider range of selectivity to each indi- 
vidual's training program at Jess cost than is possible 
in accounting courses offered by other schools. 


The I.A.S. representative in your city will be glad to answer any questions 
# regarding the Life Scholarship Privilege or any other of the many interesting 
features of this efficient method of home-study instruction in accounting. Or 
you may make inquiry direct by letter or postcard addressed as shown below. 


INTERNATIONAL ACCOUNTANTS SOCIETY, Inc. 
A Correspondence School Since 1903 


3411 SOUTH 


MICHIGAN AVENUE, 


CHICAGO, ILLINOIS 








